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Forward-Looking Statements 


This Annual Report may contain “forward-looking statements” within the meaning of applicable securities legislation. Such statements involve 


certain risks, assumptions, uncertainties and other factors (as described in Tesma International Inc.’s (Tesma) Annual Information Form, Form 40-F 
and other public filings) which may cause Tesma’s actual future results and performance to differ materially from those expressed or implied 
herein. Tesma expressly disclaims any intention and undertakes no obligation to update or revise any forward-looking statements to reflect 
subsequent information, events, results, circumstances or otherwise. 


Anthony E. Dobranowski 
President & Chief Financ 


ial Officer 


“2002 marked another year of record growth 
for Tesma, as we continued to execute our 
strategies and continued your Company's growth 
into a recognized leading global supplier of 
technologically advanced powertrain modules 
and systems. As President, | am committed to 
providing our customers with the highest quality 
products where and when they need them. This 
focus, combined with our entrepreneurial culture 
of performance and innovation, will continue to 
generate industry-leading growth, increased 
profitability and ultimately enhanced value for 
our shareholders.’ 
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Since our initial public offering in 1995, Tesma has grown to become a leading producer of powertrain components, 
modules and systems to the global automotive industry. Our product focus, supported by our advanced design, 
engineering and testing expertise, and our extensive processing and manufacturing capabilities, have led to 
strong and long-term customer relationships with the world’s leading vehicle manufacturers. Building on our 
enviable track record of growth and performance, we will continue to focus on our competitive strengths to 
achieve our ultimate vision — to transform Tesma into the world’s leading Tier 1 supplier of advanced powertrain 
modules and systems to the global automotive industry. 


A High-Potential Market 


The trend to outsourcing complete vehicle modules and systems has been accelerating within the global automotive 
industry. OEMs have focused their resources on vehicle design and marketing activities, realizing manufacturing 
efficiencies and generating cost reductions that are critical to their competitive positions. Outsourcing in the 
powertrain sector, however, has been one of the least exploited outsourced segments of the automotive business 
and offers the greatest opportunity for growth. For example, despite our significant track record of growth, 
Tesma currently represents approximately 1% of the estimated US$120 billion global powertrain systems 
business. As a result of significant investments in our technologies, our facilities and our people, Tesma is strongly 
positioned in what has now become one of the highest-growth outsourced sectors of the automotive industry. 


Building on Our Strengths 


To capitalize on this considerable opportunity, Tesma will continue to leverage the numerous competitive 
advantages that we have developed over the past seven years. 


Our strong technology and product focus, combined with our heritage 

of high-return R&D efforts, has built a high-value portfolio of proprietary 
products and technologies that has propelled Tesma to a leading position 
within the engine, transmission and fueling product areas. Infact, a significant 
) majority of our sales during 2002 were derived from unique products that 
were first designed and developed by Tesma, and going forward, we will 


continue to introduce innovative solutions to our global customer base. 


Another key Tesma strength is the solid and enduring working relationships we have developed with the 
world’s leading automotive manufacturers. By interacting on a daily basis with our customers at all levels of 
their organizations, we continue to help them meet evolving consumer demands and regulatory requirements 
by developing engine, transmission and fuel technology products that are highly energy efficient, lighter in 
weight and more cost-effective to produce. 


Our strict focus on product also differentiates Tesma from many of our competitors. Our extensive processing 
capabilities, combined with our expertise in working with numerous different materials, permit us to offer 
the best and most efficient means to meet the needs of our customers. In addition, our recognized design, 
engineering and testing capabilities and expertise have enabled us to provide true “one-stop shopping” for 
our customers throughout their product and project lifecycle. 


Tesma’s decentralized operating structure is another strong competitive advantage. By providing our operating 
units with sufficient flexibility and autonomy, we have created an environment of innovation and entrepreneurship 
that has led to many important process and product improvements. In addition, through employee share 
ownership programs and significant profit participation, we have ensured that the focus of everyone at Tesma 

is directly aligned with all of our shareholders. 
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Industry-Leading Performance 

Tesma’s strong competitive advantages translated into industry-leading financial performance once again in fiscal 
2002. With 28 consecutive quarters of record sales (on a comparative year-over-year basis), Tesma remains 

a growth leader in the automotive parts supplier industry. Since 1998, sales have risen by 20% on a compound 
annual basis, surpassing our peer group’s growth rate of approximately 17%. While acquisitions have 
contributed to this success, our ability to win new business and increase our presence with existing customers 
have been the key reasons for our 148% increase in North American (including Mexico) content per vehicle, 
rising from $21.77 in 1998 to $54.02 in 2002. The fact that our sales growth continues to surpass overall vehicle 
production growth in both North America and Europe is strong proof that our strategies are working. 


Tesma also continues to generate industry-leading returns as, despite the infrastructure and R&D investments 
made during the year, profit margins, return on assets and return on equity exceeded our peer group in 2002. 
This solid operating performance, combined with the completion of a successful public equity offering that raised 
just less than $100 million, has further enhanced Tesma’s strong financial position and provided the Company 
with the cash resources and flexibility to build on our record of success. 


A number of operational achievements were also accomplished during the 
year. We made significant progress in realigning our group management 
structure, placing increased emphasis on engineering and testing within 
each of our Engine, Transmission and Fuel Technologies Groups. To further 
strengthen this focus, our research and advanced product development 
activities have also been reorganized at the group level to more fully leverage 


the significant knowledge and expertise of our people. 


Important new business wins were achieved during the year, totaling approximately $300 million (at full production 
volumes by 2006), including an important new front engine cover module program, our first North American fuel 
tank assembly and new awards for transmission and engine oil pumps. Other new business includes significant 
complex stamping business that utilizes our unique die-forming technology, as well as new supply arrangements 
with all of the Global Six vehicle manufacturers. In addition, almost 25% of our new business wins in fiscal 2002 
were with non-traditional OEMs, a fact that bodes well for future growth and demonstrates our ability to expand 


our market presence and customer base beyond the Global Six. 


Several new key products were launched in fiscal 2002, including alternator decouplers and balance shafts at 
our Engine Technologies Group; flow-formed clutch housings, accumulator pistons and shaft housings at our 
Transmission Technologies Group and stainless steel fuel filler tubes and our first PZEV stainless steel fuel tank at 
our Fuel Technologies Group. These and many other new products launched over the past few years are important 
examples of how Tesma has brought design, engineering and innovation to our customers and to our industry. 


Progress was also made in executing our strategy of moving up the value 
chain in our specific product areas by transitioning from a components 
manufacturer to a supplier of complete, value-added modules and 
assemblies. In fiscal 2002, approximately 75% of our sales were derived 
from these types of products, up from 65% last year. 


In fiscal 2002, we made important strides in enhancing the quality of 
- our products and our processes. During the year, we introduced and 
adopted Six Sigma at a number of our divisions, ensuring that quality and continuous improvement will remain 
an integral part of all we do at Tesma. As a result of our efforts, we received enhanced quality ratings with 
a number of our customers, while our internal quality measurements continued to steadily improve. 
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In addition, we achieved significant and ongoing improvements at a division that had not been meeting our 
standard of performance. Going forward, we will continue to focus our attention on achieving additional 
improvements at facilities across the entire organization. 


A Carefully Evolved Growth Strategy 


Looking ahead, we will continue to build on our past success by executing a number of clearly articulated 
strategies and key imperatives that have been evolving since 1995. 


We will continue to expand our focus on the design, engineering, testing. and manufacture of value-added, highly 
engineered and proprietary products. This emphasis, combined with our close working relationships with our 
customers, will enable us to move further up the value chain and meet the accelerating industry trend toward 
powertrain outsourcing, as well as growing customer demand for complete engine, transmission and fuel 
technology modules and systems. 


Our extensive customer relationships will also generate increased new business opportunities as OEMs around 
the world recognize the quality and cost-competitiveness of our products. Additionally, our focused sales and 
marketing programs will broaden and extend our customer base, providing new opportunities for growth in a 
number of different markets, geographic regions and product areas. 


R&D Spending as a Percentage 
of Income before Income Taxes 


2002 2001 


We will accelerate our growth and financial performance by identifying and pursuing unexploited opportunities 
within our specific areas of product expertise. Our advanced R&D programs are geared to generating new 

and innovative products that meet the industry’s — and our customers’ — evolving needs. We will also extend our 
presence in new and related product areas, including complete front engine cover modules, water management 
systems, fuel tank and refueling modules and clutch pack assemblies. By leveraging our current and newly- 
developed product capabilities, we will continue to build on the impressive industry-leading growth in our 
content per vehicle generated over the past years. 


We will exploit new opportunities in our numerous geographic markets. In fiscal 2002, we made progress 
in expanding our business in Asia and we continued to win new business through our strong position in 
North America, including our increasing success with the “New Domestic” OEMs whose North American 
market share continues to grow. 


We are developing and executing a number of strategies to accelerate our capacity and capabilities in European 
markets to create the critical mass necessary to generate profitable growth. We are also investigating the viability 
of establishing engineering, testing and manufacturing operations in other important markets such as Mexico and 
South America. 


TESMA INTERNATIONAL INC. ANNUAL REPORT 2002 LETTER TO SHAREHOLDERS 


To facilitate these plans, we are examining opportunities to acquire new products and technologies either through 
acquisitions or the development of joint venture relationships with partners that share our culture of quality and 
performance. However, we will only conclude transactions that we are confident will benefit Tesma shareholders 
over the long term. For example, we decided not to proceed with the Magna Steyr merger transaction in fiscal 
2002 primarily because Magna Steyr’s targeted growth in the vehicle assembly business did not meet our 
strategic powertrain/drivetrain criteria. 


Finally, to provide sufficient resources to accomplish our goals, we will strive to further enhance our financial 
flexibility by maintaining a strong balance sheet and a strict focus on operating cash flow. The successful 
completion of a $100-million equity offering at year-end was an important step in this direction. 


Over the short term, we will continue to enhance our product quality and 
delivery cycles to ensure our customers receive the best products where 
and when they need them. We will further strengthen our management 
and operating teams, leveraging our strong culture of entrepreneurship to 
attract the best and the brightest to the “Tesma Way”. We will also continue 
to evolve and refine our strategic plan — to make sure our path to the future 
remains consistent with the goals and objectives of our customers. 


Our Most Important Asset 

It is through the ongoing effort and commitment of every member of the Tesma team that we will achieve 
our goal of becoming the world’s pre-eminent powertrain supplier. Each and every day more than 4,700 
experienced and dedicated employees look ahead, excited about the contribution they bring to the Company 
and our future success. This entrepreneurial spirit, supported by a strong and experienced management 
team sharing a consistent vision of the future, is our most important competitive strength. This is the key 
reason why we are confident that we will meet our objectives going forward and ultimately deliver enhanced 
value to our shareholders over the long term. 


We remain very positive about our future prospects. In the short term, industry production sources validate our 
belief that continued growth in sales will be achieved over the next few years and our ongoing rigorous focus 
on costs and production efficiencies will continue to generate industry-leading profitability and returns. Over 
the longer term, we are confident in our ability to capitalize on the significant growth potential that exists in 
our markets. We have built Tesma into a solid and steady performer with a strong financial and technological 
foundation. We have the people, the capabilities and the facilities to become a world leader in the automotive 


powertrain systems sector. 
On behalf of the Board of Directors and Tesma management, | would like to thank our employees, whose 


dedication has helped us achieve our many successes, and our shareholders for their continued confidence 


in the Tesma team. 


Anthony E. Dobranowski 
President & Chief Financial Officer 
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CONTINUITY AND CHANGE 


left to right: 
Daniel Nickle 
Viadan Markovich 
Heidi Garcia 

Lynn Riley 


This year marked another important milestone in 
Tesma’s evolution as, with a great deal of excitement 
and confidence, | transferred responsibility for 
Tesma’s day-to-day operations to our newly-appointed 
President, Tony Dobranowski. 


As a part of our management and operational restructuring, Tony will work 
closely with our realigned senior management team, which includes Pat 
Cerullo, Paul Manners, Jim Moulds, Steve Proniuk, Jon Enoae and Sam 
Bozzo. The senior management team is further augmented by Daniel Nickle 
as our Director of Information Technology, Viadan Markovich as our Executive 
Director of Quality and Continuous Improvement, Heidi Garcia as our Director 
of Human Resources and Lynn Riley as our Manager of Investor Relations. 


Under Tony’s leadership, Tesma possesses an extremely well-rounded and experienced management team, one 
that | believe is among the best in the business. 


In my new position as Vice Chairman and Chief Executive Officer, | will continue to interact with management 
and the Board of Directors on strategic issues affecting Tesma’s future, including the development of new 
products and technologies, strategic relationships and other business opportunities. 


In addition, as Executive Vice Chairman of Magna International Inc. (Magna), | will also direct my attention 

to ensuring that Tesma, as a member of the Magna family of companies, fully capitalizes on the significant 
benefits arising from its affiliation with one of the world’s leading auto parts suppliers. Tesma will have access 
to Magna’s significant buying capacity and powerful brand identity, as well the opportunity to migrate Magna’s 
world-class technologies, processes and innovative ideas to its own operations. This strong relationship will 
also offer Tesma numerous growth opportunities through Magna’s market presence and significant mergers 
and acquisitions activity. 


| look forward to working with Tony and his management team to realize Tesma’s vision to become the world’s 
pre-eminent powertrain systems supplier. 


Manfred Gingl 
Vice Chairman & Chief Executive Officer 
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TESMA INTERNATIONAL INC. 


The oil pump lubricates 
the transmission, which 
transfers power from the 
engine to the wheels of 
your car and makes It go. 
When it's a Tesma oil pump, 
its a better car. 


QHE STANDARD 


Tesma manufactures thousands of individual parts. To us, the quality of each part, each module and 
We then use these products to assemble a wide array each system is the foundation of our success. This 
of modules and systems for the world’s leading vehicle | emphasis applies not only to our products, but also to 
manufacturers. our corporate structure and to our management team. 


Dedication to quality is one of our core strengths 


and has made the Tesma name synonymous with 
performance. 
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For every perfectly tuned 
system, where every part 
is working to the exact 
standards for which it was 

designed and crafted, there 
will always be a way to 
make it work better. 


DEVELOPMENT 


There is more to servicing a customer relationship than Tesma’s R&D teams are continually faced with new 
meeting that customer’s requirements. By doing more environmental, safety, cost, space and fuel economy 
than we are asked, Tesma works to anticipate, explore, challenges. Our ongoing investments in technology, 
develop, invent, innovate and, ultimately, to satisfy. equipment and intellectual capital keep us at the 
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>RODUCTION 


Located in Europe, North America and Asia, Tesma’s With state-of-the-art processes as well as enhanced 


F @manufacturing facilities provide our customers with testing protocols and technologies, Tesma is dedicated 
- global reach. Operated as independent profit centres, to employing the most efficient methods of production. 
———— Tesma plants utilize extensive processing capabilities 


= that include injection molding, roll forming, stamping, 


THIS IS TESMA 


A micron is a dimension 
approximately one 80th 
the diameter of a strand 
of human hair. At Tesma, 
the standards of our work 
are measured to within 

a single micron. 


PRECISION 


The requirement for precision within the automotive That’s why every Tesma product is tested to ensure 
industry becomes clear when you consider the number _ that it meets and exceeds these high standards. That’s 
of parts that must work together to build a car and why Tesma’s employees are skilled and qualified — to 
to ensure it is both safe and efficient. Every Tesma ensure that each Tesma part and system meets the 
process is designed to satisfy these demanding and exacting requirements of our customers and our industry. 


precise requirements. 
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In manufacturing, 
productivity is measured 

by both the quality of the 
product and the efficiencies 
employed throughout its 
production. At Tesma, 
yesterday's productivity 

is not good enough for 
tomorrow. — 


PRODUCTIUITS 


At Tesma we are dedicated to maximizing the return By always working to identify and implement the right 
on our investments through the design and imple- combination of functional applications, and by always 
mentation of efficient and cost-effective production looking for the better way, Tesma has built a culture of 
systems. We use a variety of tools to measure our performance and continuous improvement. 


manufacturing efficiencies and focus on factors such 
as overall equipment effectiveness and up time, cycle 
time reductions and scrap minimization. 
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Each and every day tens of thousands of Tesma 
products are shipped to our automotive customers 
around the world. This significant daily turnover from 
our shipping departments demonstrates the vitality 
and scale of our Company and has resulted in sales 
of over $1.3 billion in 2002. 
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ee 
Our strength is in our customer relationships. 


These enduring associations have grown out of 
our superior engineering and product development 
capabilities, precise manufacturing standards, 
efficiently run production facilities, productively 
managed processes and our ongoing focus on 
quality. From this strong foundation, Tesma will 
continue to grow and prosper. 


'Tesma at a Glance 


2002 OPERATING HIGHLIGHTS PRODUCT OFFERINGS 


Engine 
Technologies 


Transmission 
Technologies 


Fuel 
Technologies 


OPERATING ASIA AND 
SOUTH AMERICA 
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MANAGEMENT S DISCUSSION & ANALYSIS 


Tesma International Inc. (Tesma or the Company) designs, engineers, tests and manufactures technologically- 


advanced powertrain (engine, transmission and fuel) components, modules and systems for the globai automotive 
industry. Employing over 4,700 skilled and motivated people in 22 manufacturing and two research facilities located in 
North America, Europe and Asia, Tesmais leveraging its strong product focus, extensive processing capabilities and 
established customer relationships to generate industry-leading sales growth and superior financial performance. 

The following management’s discussion and analysis of the consolidated operating results and financial position 
of Tesma for the years ended July 31, 2002 and 2001 (MD8&A) should be readin conjunction with the accompanying 
consolidated financial statements and notes found on pages 33 through 61 of this annual report. 


OVERVIEW 

Tesma generated another solid year of revenue growth in fiscal 2002 while maintaining strong profitability. Asteady 
North American automotive market, in particular in the second half of the fiscal year, helped fuel this growth, offset 
somewhat by a decline in the European market. 

The Company continued to execute its strategy of expanding production of value-added powertrain modules 
and systems asa full service supplier. During the year, Tesma launched various new programs including alternator 
decouplers and balance shafts in its Engine Technologies Group, its first North American fuel filler tube assemblies 
and anew rear axle crossover component in Europe. In addition, over the next few months the Company will be 
launching its first fuel tank assemblies in Europe, a complex transmission oil pump in North America and various 
other new transmission, engine and fuel system modules and components. 

Tesma has also been successful in developing business with new customers, evidenced by new supply 
arrangements with Honda and Nissan achieved during the year and recently awarded business with Hyundai, 
which the Company views as a strategic customer. 

Tesma’s financial position remained strong throughout the year and was improved further by the proceeds of 
a successful share offering completed in July 2002. Management intends to utilize this financial strength to focus 
the Company’s resources on continued innovation through research and development (R&D), aggressively pursuing 
opportunities for cost improvements and production efficiencies, and furthering Tesma’s presence inthe global 
marketplace through strategic acquisitions and other joint venture arrangements. 


BUSINESS ACQUISITIONS 

Effective December 31, 2001, the Company increased its ownership interest in STT Technologies Inc. (STT), ajointly 

controlled entity, to 75% through the acquisition of an additional 30% interest for nominal cash consideration. The 

transaction was accounted for using the purchase method. Pursuant to agreements executed concurrent with the 

purchase, the remaining shareholder of STT has the option to purchase an additional 25% equity ownership interest 

from the Company at any time prior to August 1, 2004 ata formula price. During the period that the option remains out- 

standing, the Company and the remaining shareholder each retain the right to nominate one of the two directors of STT. 
Asaresult of this transaction, Tesma consolidated an additional 30% of the revenues and expenses of STT in 

its results from the date of acquisition and an additional 30% of STT’s assets and liabilities are now included in the 

Company’s consolidated balance sheet at July 31, 2002. 


ACCOUNTING CHANGES 

Effective August 1, 2001, the Company adopted the Canadian Institute of Chartered Accountants (CICA) new 
recommendations under Handbook Section 3062, “Goodwill and Other Intangible Assets”. The new rules require 
non-amortization of existing and future goodwill and intangible assets that meet the criteria for indefinite life. 
Accordingly, the Company ceased recording goodwill amortization upon adoption of the new standard. Instead, 

the Company must determine on an annual basis whether the fair value of each reporting unit to which goodwill has 
been attributed is less than the carrying value of the reporting unit’s net assets including goodwill, thus indicating 
impairment. Any impairments are then recorded as a separate charge against earnings and a reduction of the carrying 


value of goodwill. 
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SALES BY SEGMENT 


@ NorTH AMERICA (78%) 
1) EUROPE (19%) 
@ ASIA/SOUTH AMERICA (3%) 


In accordance with the new recommendations, the Company prospectively applied these new rules without 
restatement of any comparative periods. However, if retroactively applied, net income attributable to Class A 
Subordinate Voting and Class B Shares for the comparative years ended July 31, 2001 and July 31, 2000 would 
increase by $1.7 million and $1.6 million, respectively. Similarly, basic and diluted earnings per Class A Subordinate 
Voting Share or Class B Share would each have been approximately $0.06 higher in each of the comparative years. 

The Company has performed the required fair value assessments of the reportable segments to which underlying 
goodwill has been attributed and determined that no charge for impairment of goodwill is required for the year ended 
July 31, 2002. 


RESULTS OF OPERATIONS 
Vehicle Volumes (in millions of units) 
Change 
2002 2001 Units % 
North America 16.4 16.4 unch. unch. 
Europe 16.0 16.8 (0.8) -5% 


Production volumes in North America increased by 36,000 units, or 0.2%, to 16.4 million units. Among the North 
American “Big Three”, aggressive incentive campaigns were launched earlier in the year fueling demand, especially for 
General Motors (GM), our largest customer where production volumes for the year were up 4%. In Europe, production 
volumes for the year approximated 16.0 million units which was down over 800,000 units or 5% compared to 16.8 million 
units in the prior year. 


Sales 

2002 2001 Change 
North America $1,058.9 $ 948.3 +12% 
Europe 253.6 219.7 +15% 
Asia 46.4 45.6 +2% 
Intersegment (17.3) (11.5) 
Total external sales $1,341.6 $1,202.1 +12% 


Consolidated sales in fiscal 2002 increased 12% from fiscal 2001 to a record $1.342 billion. North American sales 
rose 12%, while sales increased 15% in Europe. This strong growth occurred despite only anominal increase in 
North American vehicle production volumes for the year and a softening of the European market which negatively 
impacted production. 

The increase in sales at Tesma’s 15 North American manufacturing facilities reflects higher volumes on the Vortec 
4200 engine used in GM’s SUV family, increased volumes and content on the GML850 and Line 6 engine programs, 
Ford’s Modular V8 engine program and significant volume increases on various coolant management system 
programs. In addition, the sales increase reflects higher volumes on the GM 1/2 accumulator cover and stator shaft 
programs, increased volumes on certain tensioner and alternator decoupler programs, increased exports to Europe 
and astronger U.S. dollar, offset by pricing concessions to various OEM customers, and a lower realized exchange 
rate on euro denominated export sales. North American sales represented 78% of total sales in fiscal 2002, consistent 
with the prior year. 

Tesma’s 5 European manufacturing facilities experienced higher sales in fiscal 2002, despite the decrease 
in vehicle production in the market. This growth was fueled by a strengthening of the euro relative to the Canadian 
dollar, which contributed an estimated $13.4 million of the increase. In addition, the sales increase reflects the launch 
and ramp up of anew rear axle crossover component for DaimlerChrysler, higher tooling sales mainly associated 
with the upcoming fuel tank program launches for the Volkswagen Group (VW Group) and Volvo and stronger demand 
for service and aftermarket parts, offset by the decrease in European vehicle production volumes. Europe 
represented 19% of total sales in fiscal 2002 compared to 18% in the prior year. 
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GROSS MARGIN 
AS A % OF SALES 


Increased sales at Tesma’s 2 South Korean facilities are primarily the result of the ramp up of volumes for an 
oil adapter for GM and oil pumps for the VW Group, both launched in the fourth quarter of the prior year, and higher 
demandin the Korean domestic market, offset by slightly lower volumes on the FN oil pump shipped to Ford in the 
U.S. and a weakening of the Korean won relative to the Canadian dollar. Asian sales represented 3% of total sales in 
fiscal 2002, down from 4% in the prior year. 

Overall tooling and other sales increased 3% in fiscal 2002 to arecord $78.0 million, reflecting Tesma’s ongoing 
involvement in new customer programs, upcoming product launches and the continued expansion of its product 
offerings in all markets. 

During fiscal 2002, the net impact of fluctuations in foreign currencies increased sales by approximately 1% 
(a2% decrease was experienced in fiscal 2001), primarily as a result of the increase in the value of the euro and 
U.S. dollar relative to the Canadian dollar. 

Sales to North American customers increased 11% to $924.6 million compared to $831.1 million in fiscal 2001, 
and represented 69% of consolidated sales in fiscal 2002. Tesma’s North American content per vehicle increased 
13% to over $54 from $48 a year ago due to the specific programs discussed above. Sales to European-based 
customers grew 14% to $365.2 million compared to $321.5 million in fiscal 2001, and represented 27% of consolidated 
sales. European content per vehicle increased by approximately 1 0% to €14 compared to €13 a year ago reflecting 
the new programs launched for European customers. Sales to Australasian customers increased by 10% to 
$34.2 million in fiscal 2002 compared to $31.1 million in fiscal 2001, and represented approximately 3% of consolidated 
sales. The economic environment in South America remained challenging in fiscal 2002 and, asa result, Tesma’s 
sales to customers in this region decreased by 4% to $17.6 million and continue to account for approximately 1% of 
Tesma’s consolidated sales. 

Sales to GM, Ford, DaimlerChrysler and the VW Group, Tesma’s four largest customers, were 76% of total sales, 
consistent with the prior year. GM represented 42% of consolidated sales compared to 40% in fiscal 2001. No single 
product accounted for more than 10% of Tesma’s consolidated sales in fiscal 2002 or 2001. Approximately 12% of 
Tesma’s consolidated sales represented a number of products produced for GM’s GENIII engine program, compared 
to 14% of sales associated with this program in the prior year. 

On aproduct-line basis, Tesma Engine Technologies sales increased to $920 million compared to $843 million 
a year ago and accounted for 69% of consolidated sales compared to 70% a year ago. The growth was the result of 
increased sales of tensioners and decouplers, volume increases in the water pump and die-casting businesses in 
North America, increased volumes for plastic coolant management products inthe North American market and an 
increase in service and aftermarket sales in Europe. 

Sales of Tesma Transmission Technologies products rose 15% to $328 million from $285 million a year ago and 
represented 24% of total sales in fiscal 2002, consistent with the prior year. The increase is primarily due to the volume 
increases for the flow-formed rotating clutch housings for the Allison LCT transmission, the GM 1/2 accumulator and 
stator shaft programs, and the launch of areaction shell for GM. 

Tesma Fuel Technologies sales increased by 27% to $94 million from $74 million in fiscal 2001, driven in part by 
a strengthening euro relative to the Canadian dollar, as a significant portion of this group’s operations are located in 
Europe. Also contributing to the increase were higher tooling sales, primarily associated with the upcoming launches 
of the stainless steel fuel tank assemblies involving two of the Company’s divisions. Tesma Fuel Technologies sales 
represented 7% of consolidated sales in fiscal 2002 and6% in fiscal 2001. 


Gross Margin 


2002 2001 Change 
Sales $1,341.6 $1,202.1 +12% 
Cost of goods sold 1,047.3 931.9 +12% 
Gross margin $ 294.3 $wv270;:2 +9% 
Gross margin percentage \ 21.9% 22.5% -3% 


GOSS MAGI POCO 


Gross margin as a percentage of sales declined 3% in fiscal 2002 to21.9% compared to 22.5% ayear ago. The positive 
impact of improved operating efficiencies at the Company’s North American die-casting facility compared to the prior 
year (when significant operating and production issues existed), growth in content per vehicle in both North America and 
Europe andimprovementsat certain other facilities were more than offset by higher group engineering and development 
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costs, production volume declines in Europe, higher infrastructure and support costs at various facilities preparing for 
program launches, customer pricing concessions, lower tooling margins in the current year, annual wage increases, 
continued losses at the Company’s German die-casting facility and an increase in R&D spending. 

Gross expenditures on R&D in fiscal 2002 were $24.4 million, $5.5 million higher than the prior year. Customer and 
government funding and tax credits reduced R&D expenses by $6.2 million. Gross spending on R&D amounted to 
19% of profit before tax in fiscal 2002 up from 15% in fiscal 2001, exceeding Tesma’s Corporate Constitution 
requirement of investing no less than 7% of profit before tax in R&D. 


Income before Income Taxes 


“ 2002 2001 Change 
Gross margin $ 294.3 S'270:2 +9% 
less: 
Selling, general and administrative 85.3 71.4 +10% 
Depreciation and amortization 58.7 51.6 +14% 
Interest, net 4.0 lon +135% 
Affiliation fees and other charges 18.2 15.3 +19% 
DON ES Income before income taxes $ 128.1 Soai242 +3% 


@ NORTH AMERICA (91%) 
) EUROPE (8%) 


Income before income taxes increased by 3% to $128.1 million in fiscal 2002 compared to $124.2 million in fiscal 
@ ASIA/SOUTH AMERICA (1%) 


2001. The increase in gross margin was partially offset by higher non-cash charges for depreciation, increased 
affiliation fees and other charges paid to Magna International Inc. (Magna), increased selling, general and 
administrative (SG&A) costs and interest. 

Income before income taxes at Tesma’s North American operations increased 12% to $116.1 million or 91% 
of consolidated income before income taxes compared to $103.6 million or 83% in fiscal 2001. Tesma’s European 
operations contributed $10.5 million or 8% of consolidated income before income taxes compared to $17.2 million 
or 14% ayear ago. The Asian and South American operations which include local sales and engineering offices, 
contributed $1.5 million in income before income taxes in 2002 compared to $3.4 million last year. 

SG&A expenses increased to $85.3 million in fiscal 2002 compared to $77.4 million in fiscal 2001, approximating 
6.4% of sales in both years. The higher SG&A expenses in fiscal 2002 primarily resulted from additional personnel 
hired to further develop the Company’s corporate and group structures and to support operations with new program 
launches, higher expenses at the Company’s European operations due to the higher average exchange rates used to 
translate their SG&A expenses to Canadian dollars, $0.6 million of transaction costs related to the abandoned merger 
between Tesmaand the Magna Steyr Group, severance costs and an increased share of the SG&A expenses of STT. 
These increases were only partially offset by lower marketing costs, anet recovery of accounts receivable balances 
previously provided for and higher foreign exchange gains in the current year compared to fiscal 2001 when a foreign 
exchange translation loss of $3.4 million relating to dividends paid by a foreign subsidiary was realized. 

Depreciation and amortization expense increased by 14% to $58.7 million or 4.4% of sales in fiscal 2002 from 
$51.6 million or 4.3% of sales in fiscal 2001. The increase resulted from the $220 million of capital asset additions over 


OF, in i the past two years incurred to support new business, offset by the elimination of goodwill amortization under the new 
SG&A AS A % OF SALES GIG rules. 
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Net interest expense increased to $4.0 million in fiscal 2002 compared to $1.7 million in fiscal 2001 due primarily 
to lower levels of cash and cash equivalents for the majority of fiscal 2002 resulting in a reduction in the amount of 
interest income earned. 

Affiliation fees and other charges paid to Magna increased by 19% to $18.2 million in fiscal 2002 compared to 
$15.3 million in fiscal 2001 and included the following: 

e Under an affiliation agreement with Magna, the Company pays an affiliation fee in exchange for, among other 
things, Magna granting the Company a non-exclusive world-wide licence to use certain Magna trademarks, 

and Magna providing certain management and administrative services (including utilization of Magna’s foreign 

exchange forward credit facilities, if needed and as available) to the Company. In fiscal 2002, the Company paid 

$13.4 million under the affiliation agreement, an increase of 12% compared to $12.0 million in fiscal 2001, entirely 
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as aresult of the Company’s higher sales. The existing affiliation agreement was set to expire on July 31, 2002, 
however, an extension of this agreement was negotiated with Magna effective August 1, 2002 foraterm of seven 
years and five months expiring on December 31, 2009. Under the terms of the extended agreement, affiliation 
fees payable to Magnawill continue to be calculated as 1% of the Company’s consolidated net sales. 

However, the new agreement provides for alimited moratorium on the sales from acquired businesses in that 
there will be no affiliation fee payable on net sales generated from acquired businesses in the fiscal year of the 
acquisition and only 50% of the normal affiliation fee will be payable on such net sales in the following fiscal year. 
The full affiliation fee will be payable on net sales from acquired businesses in all subsequent years. 


Under the terms of a social fee agreement, the Company pays Magna a social fee of 1.5% of pretax profits. In 
fiscal 2002, the Company paid $1.9 million which was substantially unchanged from the prior year. This amount 
represents a contribution to social and charitable programs coordinated by Magna on behalf of Magna and its 
affiliated companies, including the Company. The social fee agreement (expiring July 31, 2002) was renewed 
with Magna, on the same terms, for a period of seven years and five months, expiring December 31, 2009. 


Other specific charges are negotiated annually and are based on the level of benefits or services provided to 

the Company by Magna Services Inc. (Serviceco), a wholly-owned subsidiary of Magna. Such services include, 
but are not limited to, information technology (WAN infrastructure and support services), human resources 
services (including administration of the Employee Equity Participation and Profit Sharing Plan), foreign 
marketing services, finance, treasury and legal support, management and technology training and an allocated 
share of the facility and overhead costs dedicated to providing these services. In fiscal 2002, the Company paid 
$2.9 million, a 107% increase over the $1.4 million paid in fiscal 2001 due in part to. a $0.6 million reimbursement 
of additional costs billed by Serviceco for services provided in fiscal 2001. 


NetIncome and Earnings per Share 


2002 2001 Change 
Income before income taxes $ 128.1 $. 124.2 +3% 
Income taxes 44.3 35.4 + 25% 
Net income attributable to Class A 
Subordinate Voting Shares and Class B Shares $ 83.8 $ 88.8 -6% 
Earnings per Class A Subordinate 
Voting Share or Class B Share 
Basic $ 2.85 $ 3.04 -6% 
Diluted $ 2.81 Seucd.00 -6% 
Average number of shares outstanding (in millions) 
Basic 29.5 29.2 +1% 
Diluted 29.8 29.6 +1% 


a 


Tesma’s effective income tax rate increased to 34.6% in fiscal 2002 compared to 28.5% last year. However, the 
effective tax rate in fiscal 2001 was significantly impacted by one-time tax recoveries totaling $9.4 million that were 
realized as part of a tax planning strategy implemented in the fourth quarter of the year. Excluding these tax recoveries 
(and related foreign exchange translation losses realized), the effective income tax rate in fiscal 2001 was 35.1 %~H. 

Tesma’s net income attributable to Class A Subordinate Voting Shares and Class B Shares decreased by 6% 
to $83.8 million in fiscal 2002 compared to $88.8 million in fiscal 2001. The tax refund transactions effected in fiscal 
2001 increased net income in the prior year by $6.0 million, net of the realized translation losses. 

On adiluted basis, earnings per Class A Subordinate Voting Share or Class B Share decreased 6% to $2.81 from 
$3.00. Basic earnings per Class A Subordinate Voting Share or Class B Share also decreased by 6% to $2.85 from 
$3.04 in fiscal 2001. The beneficial impact of the tax refunds on fiscal 2001 basic and diluted earnings per share was 
$0.21 and $0.20, respectively. 
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FINANCIALCONDITION, LIQUIDITY AND CAPITALRESOURCES 


Cash provided from (used for): 2002 2001 Change 
Operating activities $ 143.7 SN73.5 

Investing activities (122.4) (99.4) 

Financing activities 56.0 (21.6) 

Effect of exchange rate changes on cash 3.8 0.1 

Net increase (decrease) incash $ 81.1 $ (47.4) +271% 


Cash balances at July 31, 2002, net of bank indebtedness, were $146.7 million compared to $51.0 million a year 
earlier. The increase was a result of cash provided from operations, proceeds from the issuance of Class A 
Subordinate Voting Shares through a successful public share offering completed in July 2002 and the exercise of 
stock options during the year, offset by capital expenditures, investments in non-cash working capital, the payment 
of dividends and the net repayment of debt. 


Operating Activities 

2002 _ 2001 Change 
Net income $ 83.8 $ 88.8 
Items not involving current cash flows 69.4 45.6 
Cash provided from operations 153.2 134.4 +14% 
Net change in non-cash working capital (9.5) - (60.9) 
Cash provided from operating activities $ 143.7 S316735 +96% 


Cash provided from operations, before the effect of changes in non-cash working capital, increased by 14% to $153.2 
million in fiscal 2002 compared to $134.4 million in fiscal 2001 due to higher non-cash charges, mainly depreciation 
and future tax provisions. Cash provided from operating activities increased 96% to $143.7 million in fiscal 2002 due 
to significantly lower incremental investments in accounts receivable and inventory levels combined with increased 
levels of accounts payable and accruals in the current year compared to decreases in these balances a year ago. 


investing Activities 


2002 2001 Change 
Capital asset additions $ (122.0) $ (97.6) +25% 
Increase in other assets (1.7) (1.4) 

Increased investment in subsidiaries (0.8) (0.8) 
Proceeds from disposal of capital and other assets 1.5 0.4 
Cash and cash equivalents acquired 
on additional investment in subsidiary 0.6 = 
Cash used for investing activities $ (122.4) $ (99.4) +23% 


Investment spending in fiscal 2002 increased by 23% to $122.4 million compared to $99.4 million in fiscal 2001. 

Cash spent on capital assets increased by 25% to $122.0 million compared to $97.6 million last year, and includes 

$25.3 million invested in real estate consisting of anew Tesma Transmission Technologies manufacturing facility, 
ongoing and completed expansions at five other manufacturing facilities and the Company’s new corporate offices. 
The balance of capital spending was used primarily for the purchase of manufacturing and assembly line equipment 
to support new production programs. In both fiscal 2002 and fiscal 2001 , the $0.8 million paid on the purchase of 
subsidiaries relates to earnout payments on the fiscal 1999 Sterling Heights acquisition. The $0.6 million of cash 
acquired on additional investment in a subsidiary is directly related to the Company’s acquisition of the additional 30% 
equity ownership interestin STT. 

Capital spending in the five-month period ending December 31, 2002 and in calendar 2003 is expected to be in the 
range of $70 to $80 million and $120 to $130 million, respectively, primarily to support upcoming production contracts 
and launches. Management expects that cash balances on hand, existing unutilized credit facilities and internally 
generated funds from operations will be sufficient to meet all planned capital spending requirements for these periods. 
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Financing Activities 


2002 2001 
Issuance of Class A Subordinate Voting Shares $ 98.0 $ 1.8 
Dividends (18.7) (18.6) 
Decrease in bank indebtedness (18.3) (3.4) 
Repayments of long-term debt (5.1) (9.8) 
Issues of long-term debt 0.1 8.8 
Surrender of stock options - (0.4) 
Cash provided from (used for) financing activities $ 56.0 $ (21.6) 


In July 2002, the Company completed a public offering of 2,850,000 Class A Subordinate Voting Shares at a price 

of $35.15 per share. Total cash proceeds received on the share issue, net of underwriter fees and other related costs, 
amounted to $95.8 million. In addition, 182,400 Class A Subordinate Voting Shares were issued on the exercise 

of stock options for consideration totaling $2.2 million compared to 142,600 shares issued for consideration of 
$1.8 million in fiscal 2001. 

Tesma’s Corporate Constitution requires the payment of dividends of at least 20% of after-tax profits (after providing 
for any preference share dividends) on a rolling three-year basis. Dividends of $18.7 million ($0.64 per share) were paid 
onthe Class A Subordinate Voting Shares and Class B Shares in fiscal 2002, substantially unchanged from the prior year. 

Funds used to repay advances on operating lines of credit were $18.3 million in fiscal 2002 compared to $3.4 
million repaid under the Company’s operating lines of credit in fiscal 2001. 

The repayments of long-term debt in fiscal 2002 were all scheduled repayments. Tesma’s ratio of long-term debt 
to total capitalization was a conservative 0.11:1 atthe end of fiscal 2002 compared to 0.15:1 atthe end of the previous year. 


Financing Resources 

At July 31, 2002, the Company had cash and cash equivalents on hand (net of bank indebtedness) of $146.7 million. 
In addition, the Company had unused and available credit facilities (excluding facilities available for foreign exchange 
purposes) approximating $107 million. Of the Company’s total long-term debt of $79.6 million, only 6% becomes due 
and payable in the next 12 months while approximately 86% does not mature until 2006 or later. 


Shareholders’ Equity 

During fiscal 2002, shareholders’ equity increased by 43% or $185.0 million due mainly to an increase in undistributed 
earnings, the share issue completed in July, stock options exercised and an increase in the value of the currency 
translation account. As a result, the book value per Class A Subordinate Voting Share or Class B Share increased by 
29% to $19.17 asat the 2002 fiscal year-end from $14.84 at the end of the prior year. 

The increase in the cumulative currency translation adjustment account represents the unrealized increase inthe 
value of Tesma’s net investment in its foreign subsidiaries resulting primarily from the significant strengthening of the 
euro compared to the Canadian dollar since July 31, 2001 and the strengthening of the U.S. dollar, Korean won and 
Swiss franc compared to the Canadian dollar over the same time period. 


FOREIGN CURRENCY ACTIVITIES 

Tesma’s operations negotiate sales contracts and purchase materials, equipment and labour generally in the currency 
of the region in which the operation is located. Tesma’s foreign currency cash flows for the purchase of materials and 
capital equipment denominated in foreign currencies are naturally hedged when contracts to deliver certain products 
are also denominated in those same foreign currencies. In an effort to manage the remaining exposure, Tesma 
employs hedging programs primarily through the use of foreign exchange forward contracts that extend through 

the expected duration of the underlying production programs. 

The amount and timing of forward contracts are dependent upon a number of factors including anticipated 
production delivery schedules, anticipated customer payment dates and anticipated product costs, which may be 
paid in foreign currencies. Tesmais exposed to credit risk from the potential default by counterparties on its foreign 
exchange forward contracts, but mitigates this risk by dealing with only those counterparties considered to be high 
quality credits. Despite these measures, significant long-term movements in relative currency values could affect 
Tesma’s operating results. In particular, Tesma’s results, including the business activities of self-sustaining foreign 
subsidiaries that are not hedged, may be adversely affected by movements of the Canadian dollar against the euro, the 
U.S. dollar, the Korean won or the Swiss franc. 
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OUTLOOK - 

Management anticipates that North American automotive production will remain steady for the foreseeable future. 
For the three months ended July 31, 2002, production increased 6% compared to the same period last year. 
Production levels during this period were particularly strong at GM, the Company’s largest customer, where “Zero 
percent financing” campaigns were extended through July and resulted in inventory levels remaining significantly 
lower than the prior year. Based on industry production forecasts, management anticipates that volumes forthe 
five-month period ending December 31, 2002 will approximate 7 million units, which is 5% higher than thesame 
period a year ago. In Europe, management expects production volumes to remain weak for the balance of 2002 and 
remains cautious in its expectations, anticipating production to be substantially unchanged from the same perioda 
year ago. Given these forecasts and Tesma’s anticipated product launches and tooling sales, it is expected that the 
Company’s overall revenue growth will bein the range of 10% for the five-month period ending December 31, 2002. 
Management also remains positive about the long-term prospects for the Company as industry sources indicate 
continued growth in OEM powertrain production, continued growth in OEM outsourcing and higher consumer usage 
of vehicles will drive supplier growth over the next decade. This, combined with Tesma’s product strategy and focus 
oncosts and production efficiencies, should generate improved profitability going forward. 


APPROVED YEAR-END AND REPORTING CURRENCY CHANGES 
The Tesma Board of Directors unanimously approved a change of the Company’s year-end to December, commencing 
December 31, 2002. As aresult of this change, Tesma will report results forthe five-month period ending December 31, 
2002 (the stub period). After the stub period, the annual reporting period for Tesma will be the calendar year. This will 
enable all stakeholders in the Company to better compare the Company’s performance with its peer group in the 
automotive parts supply industry. 

In addition, the Board also approved achange in the Company’s reporting currency to the U.S. dollar effective 
January 1, 2003. 


RISKS AND UNCERTAINTIES (FORWARD-LOOKING STATEMENTS) 

This MD&A contains statements which, to the extent that they are not recitations of historical fact, may constitute 
“forward-looking statements” within the meaning of Section 21E of the Securities Exchange Act of 1934. The words 
“estimate”, “anticipate”, “believe”, “expect” and similar expressions are intended to identify forward-looking 
statements. Persons reading this MD&A are cautioned that such statements are only predictions, and that Tesma’s 
actual future results or performance may be materially different. 

Forward-looking information involves certain risks, assumptions, uncertainties and other factors which may 
cause actual future results or anticipated events to differ materially from those expressed or implied in any forward- 
looking statements. In the case of Tesma, these factors include, but are not limited to: Tesma’s operating and/or 
financial performance; the ability of the Company to finance its business requirements, including raising required 
funding as necessary; changes in the various economies in which Tesma operates; Tesma’s relationship with Magna 
International Inc.; fluctuations in interest rates; changes in consumer and business confidence levels; consumers’ 
personal debt levels; vehicle prices; the extent and nature of purchasing or leasing incentive campaigns offered by 
automotive manufacturers; environmental emission and safety regulations; fuel prices and availability; the continuation 
and extent of outsourcing by automotive manufacturers; the extent and continued use of steel as a primary material 
for automotive parts versus alternative materials (such as aluminum and plastics); Tesma’s ability to continue to meet 
customer specifications relating to performance, cost, quality and service; industry cyclicality or seasonality; trade 
and/or labour issues or disruptions; customer pricing pressures, pricing concessions and cost absorptions; warranty, 
recall and product liability claims; actual levels of program production volumes by Tesma’s customers compared to 
original expectations, including program cancellations or delays and changes in product mix; Tesma’s dependence 
oncertain engine and transmission programs and the market success and consumer acceptance of the vehicles into 
which such powertrain products are installed; Tesma’s relationships with and dependence on certain customers; 
currency exposure; technological developments by Tesma’s competitors; governmental, environmental and 
regulatory policies and Tesma’s ability to anticipate or respond to changes therein; and other changes in the competitive 
environment in which Tesma operates. For amore detailed discussion of some of these factors, reference is made to 
the disclosures regarding risks and uncertainties set forth in Tesma’s Annual Information Form, Form-40F and other 
public filings. Tesma expressly disclaims any intention and undertakes no obligation to update or revise any forward- 
looking statements to reflect subsequent information, events, results, circumstances or otherwise. 
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MANAGEMENT'S RESPONSIBILITY FOR 


FINANCIAL REPORTING 


Tesma’s managementis responsible for the preparation and presentation of the consolidated financial statements and all information in 

this Annual Report. The consolidated financial statements were prepared by managementin accordance with Canadian generally accepted 
accounting principles, and, where appropriate, reflect estimates based upon the judgment of management. Where alternative accounting 
methods exist, management has selected those that it considered to be the most appropriate in the circumstances. Financial statements 
include certain amounts based on estimates and judgments. Management has determined such amounts on a reasonable basis designed 
to ensure that the consolidated financial statements are presented fairly, in all material respects. Financial information presented 
elsewhere in this Annual Report has been prepared by management on a basis consistent with the consolidated financial statements. 
The consolidated financial statements have been reviewed by the Audit Committee and approved by the Board of Directors of Tesma. 

Managementis responsible for the development and maintenance of systems of internal accounting and administrative controls of 
high quality, consistent with reasonable cost. Such systems are designed to provide reasonable assurance that the financial information 
is accurate, relevant and reliable, and that Tesma’s assets are appropriately accounted for and adequately safeguarded. 

Tesma’s Audit Committee is appointed by the Board of Directors annually and is completely comprised of outside directors. The 
Committee meets periodically with management, as well as with the independent auditors, to satisfy itself that each is properly 
discharging its responsibilities, to review the consolidated financial statements and the independent Auditors’ Report and to discuss 
significant financial reporting issues and auditing matters. The Audit Committee reports its findings to the Board of Directors for 
consideration when approving the consolidated financial statements for issuance to the shareholders. 

The consolidated financial statements have been audited by Ernst & Young LLP, the independent auditors, in accordance with Canadian 
generally accepted auditing standards and United States generally accepted auditing standards on behalf of the shareholders of Tesma. 

The Auditors’ Report outlines the nature of their examination and their opinion on Tesma’s consolidated financial statements. 
The independent auditors have full and unrestricted access to the Audit Committee. 


Toronto, Canada 
September 10, 2002 


Anthony E. Dobranowski James L. Moulds 
President & Chief Financial Officer Vice President, Finance & Treasurer 


AUDITORS’ REPORT 


To the Shareholders of 
Tesma International Inc. 


We have audited the consolidated balance sheets of Tesma International Inc. as at July 31, 2002 and 2001 and the consolidated 
statements of income and retained earnings and cash flows for each of the years in the three-year period ended July 31, 2002. These 
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial 
statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards and United States generally accepted 


auditing standards. Those standards require that we plan and perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes examining, on atest basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made 
by management, as well as evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the Company 
as at July 31, 2002 and 2001 and the results of its operations and its cash flows for each of the years inthe three-year period ended 
July 31, 2002 in accordance with Canadian generally accepted accounting principles. 


Garnet + ‘seit baal 


Toronto, Canada : Ernst & Young LLP 
September 10, 2002 Chartered Accountants 
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CONSOLIDATED FINANCIAL STATEMENTS 


SIGNIFICANT ACCOUNTING POLICIES 


(a) Basis of Presentation 

The consolidated financial statements of Tesma International Inc. and its subsidiary entities (the Company) have been prepared in 
Canadian dollars following Canadian generally accepted accounting principles (Canadian GAAP). These principles are also in 
conformity, in all material respects, with accounting principles generally accepted in the United States (U.S. GAAP), except as 
described in Note 20 to the consolidated financial statements. 


(b) Principles of Consolidation 

The consolidated financial statements include the accounts of the Company and its subsidiary entities. The Company accounts for 
its interests in jointly controlled entities using the proportionate consolidation method. All significant intercompany balances and 
transactions have been eliminated. 


(c) Foreign Exchange 

Assets and liabilities of foreign subsidiaries and investees, all of which are self-sustaining, are translated using the exchange rate in 
effect at the end of the year and revenues and expenses are translated at the average rate during the year. Exchange gains or losses on 
translation of the Company’s net equity investment in these foreign subsidiaries and investees are deferred as a separate component 

of shareholders’ equity. The appropriate amounts of exchange gains or losses accumulated in the separate component of shareholders’ 
equity are reflected in income when there is a reduction in the Company’s investment in these subsidiaries and investees as a result of 
capital transactions. 

Foreign exchange gains and losses on transactions occurring in a currency different than an operation’s functional currency are 
reflected in income, except for gains and losses on foreign exchange forward contracts used to hedge specific future commitments in 
foreign currencies. Gains or losses on these contracts are accounted for as a component of the related hedged transaction. Gains or 
losses on translation of foreign currency long-term monetary liabilities are deferred and amortized over the period to maturity. 


(d)Use of Estimates 

The preparation of consolidated financial statements in conformity with Canadian generally accepted accounting principles requires 
management to make estimates and assumptions that affect the amounts reported in the consolidated financial statements and 
accompanying notes. Management believes that the estimates utilized in preparing its consolidated financial statements are 
reasonable and prudent; however, actual results could differ from these estimates. 


(e) Cash and Cash Equivalents 
Cash and cash equivalents include cash on account, demand deposits and short-term investments with original maturities of three 
months or less. Cost approximates fair value. 


(f) Inventories 
Inventories are valued at the lower of cost and net realizable value, with cost being determined substantially on afirst-in, first-out basis. 
Cost includes the cost of materials plus direct labour applied to the product and the applicable share of manufacturing overhead. 


(g) Capital Assets 
Capital assets are recorded at historical cost, including interest capitalized on capital expenditures in progress, less related investment 
tax credits and government grants. 

Depreciation is provided on a straight-line basis over the estimated useful lives of capital assets (including those under capital leases) 
at annual rates of 2 1/2 to 5% for buildings, 7% to 10% for general purpose equipment and 10% to 30% for special purpose equipment. 
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(h) Goodwill 
Goodwill represents the excess of the purchase price of the Company’s interest in subsidiary entities over the fair value of the underlying 
net identifiable tangible and intangible assets arising on acquisitions. 

In 2002, the Company adopted the Canadian Institute of Chartered Accountants (CICA) new recommendations under Handbook 
Section 3062, “Goodwill and Other Intangible Assets” for goodwill and intangible assets. The new rules require non-amortization of 
existing and future goodwill and intangible assets that meet the criteria for indefinite life and accordingly, the Company ceased recording 
goodwill amortization effective August 1, 2001. Instead, the Company must determine at least once annually, whether the fair value of 
each reporting unit to which goodwill has been attributed is less than the carrying value of the reporting unit’s net assets including 
goodwill, thus indicating impairment. Any impairments are then recorded as a separate charge against earnings and areduction of 
the carrying value of goodwill. 

In accordance with the new recommendations, the Company prospectively applied these new rules, without restatement of any 
comparative periods. However, if retroactively applied, net income attributable to Class A Subordinate Voting and Class B Shares for the 
comparative years ended July 31, 2001 and July 31, 2000 would have been higher by $1.7 million and $1.6 million respectively. Similarly, 
basic and diluted earnings per Class A Subordinate Voting or Class B Share would each have been approximately $0.06 higher in each 
of the comparative years. 


(i) Other Assets 
Costs incurred in establishing new facilities which require substantial time to reach commercial production capability are capitalized as 
deferred preproduction costs. Amortization is provided over periods up to five years fromthe date commercial production is achieved. 
No amounts were capitalized during the years ended July 31, 2002 and July 31, 2001. 

The Company accounts for its investments in which it has significant influence on the equity basis. 


(j) Revenue Recognition 
Revenue from the sale of manufactured products is recognized when measurable, upon shipment to, or receipt and acceptance by, 
customers (depending on contractual terms). Revenues from separately priced engineering services and tooling contracts are 
recognized primarily on a percentage of completion basis, but in some cases, depending upon the terms of the contract, the completed 
contract basis may be applied. 

Revenue and cost of sales are presented ona gross basis in the consolidated statements of income when the Company is acting 
as principal and is subject to the significant risks and rewards of the business. Otherwise, components of revenues and related costs 
are presented on anet basis. 


(k) Preproduction Costs Related to Long-Term Supply Agreements 
Costs incurred (net of customer subsidies) related to design and engineering, which are reimbursed as part of subsequent related 
parts production piece price amounts, are expensed as incurred unless a contractual guarantee for reimbursement exists. 

Costs incurred (net of customer subsidies) related to design and development costs for moulds, dies and other tools that the 
Company does not own (and that will be used in, and reimbursed as part of the piece price amounts for, subsequent related parts 
production) are expensed as incurred unless the supply agreement provides a contractual guarantee for reimbursement or the 
non-cancelable right to use the moulds, dies and other tools during the supply agreement. 


(I) Government Financing 

The Company makes periodic applications for financial assistance under available government assistance programs in the various 
jurisdictions in which the Company operates. Grants relating to capital expenditures are reflected as a reduction of the cost of the 
related assets. Grants and tax credits relating to current operating expenditures are recorded as areduction of expense at the time the 
eligible expenses are incurred. The Company also receives loans which are recorded as liabilities in amounts equal to the cash received. 


(m) Research and Development 5 

The Company carries out various applied research and development (R&D) programs, certain of which are partially or fully funded 

by governments or by customers of the Company. Funding received is accounted for using the cost reduction approach. Research costs 
are expensed as incurred. Development costs are expensed as incurred, unless they meet the criteria under generally accepted 


accounting principles for deferral and amortization. 
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(n) Income Taxes 

The Company uses the liability method of tax allocation for accounting for income taxes. Under the liability method of tax allocation, 
future tax assets and liabilities are determined based on differences between the financial reporting and tax bases of assets and 
liabilities and are measured using the substantively enacted tax rates and laws that will be in effect when the differences are expected 


to reverse. 


(0) Stock-Based Compensation 

The Company has two stock-based compensation plans which are described in Note 11. Compensation expense is recorded under 
the non-employee director share-based compensation plan as described in Note 11[c]. No compensation expense is recognized under 
the incentive stock option plan when stock options are granted to employees or directors, unless they have intrinsic value at the time 
they are granted. Consideration paid by employees or directors on the exercise of stock options is credited to Class A Subordinate 
Voting Shares. 


(p) Post Retirement Medical Benefits 

The Company provides a defined benefit post-retirement medical benefits plan covering eligible employees and retirees. The cost of 
post retirement medical benefits is determined using the projected benefit method prorated based onemployment services and is 
expensed as employment services are rendered. Past service costs which arose upon introduction of the plan are being amortized 
to income over the employees’ expected average remaining service lives. 


(q) Earnings per Class A Subordinate Voting Share or Class B Share 
Basic earnings per Class A Subordinate Voting Share or Class B Share are calculated using the weighted average number of ClassA 
Subordinate Voting Shares outstanding during the year, plus the weighted average number of Class B Shares outstanding during the year. 
Diluted earnings per Class A Subordinate Voting Share or Class B Share are calculated using the treasury stock method for the 
determination of the dilutive effect of outstanding options. Under this method: 
e the exercise of options is assumed at the beginning of the period (or at time of issuance, if later) and Class A Subordinate 
Voting Shares are assumed to be issued; 
° the proceeds from exercise are assumed to be used to purchase Class A Subordinate Voting Shares at the average market price 
during the period; and 
* the incremental number of Class A Subordinate Voting Shares (the difference between the number of Class A Subordinate Voting 
Shares assumed issued and assumed purchased) is included in the denominator of the diluted earnings-per-share computation. 
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CONSOLIDATED BALANCE 


INCORPORATED UNDER THE LAWS OF ONTARIO 


Asat July 31 Note 2002 2001 
(Canadian dollars in thousands) 
ASSETS 
Current 
Cash and cash equivalents $ 176,759 $ 95,703 
Accounts receivable 18 198,383 172,803 
Inventories 4 105,829 93,735 
Future tax assets 8 7,141 9,570 
_ Prepaid expenses and other 12,279 11,091 
500,391 382,902 
Capital assets 5,18 429,626 349,008 
Goodwill 6 20,774 19,231 
Other assets il 8,603 7,199 
$ 959,394 $ 758,340 
LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current 
Bank indebtedness 9 $ 30,053 $ 44,706 
Accounts payable 18 106,316 86,581 
Accrued salaries and wages 10 42,128 35,868 
Other accrued liabilities 18 36,139 30,178 
Income taxes payable 8 7,448 11,019 
Future tax liabilities 8 19,368 PCM 
Long-term debt due within one year 4,420 4,342 
245,872 215,031 
Long-term debt 75,172 ileoon 
Future tax liabilities 8 19,144 31,863 
Shareholders’ equity 
Class A Subordinate Voting Shares 11 287,027 187,643 
Class B Shares 11 2,583 2,583 
Retained earnings 317,579 252,435 
Currency translation adjustment 14 12,017 (8,436) 
619,206 434,225 
$ 959,394 $ 758,340 


Commitments and contingencies (Notes 9, 13 and 19) 


See accompanying notes. 


On behalf of the Board: 


Yi 


Belinda Stronach Manfred Gingl 


Director Director 
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LONSOLIDATED STATEMENTS OF INCOME AND 


RETAINED EARNINGS 


Years ended July 31 


Note 


(Canadian dollars in thousands, except per share and share figures) 


Sales 


Cost of goods sold 

Selling, general and administrative 

Depreciation and amortization 

Affiliation fees and other charges 

Interest, net 

Income before income taxes 

Income taxes 

Net income attributable to Class A 
Subordinate Voting Shares and 
Class B Shares 

Retained earnings, beginning of year 

Dividends 

Cumulative adjustment for change 
in accounting policy 

Surrender of stock options 

Retained earnings, end of year 


Earnings per Class A Subordinate 
Voting Share or Class B Share 
Basic 
Diluted 


Average number of Class A Subordinate 
Voting Shares and Class B Shares 
outstanding during the year [in thousands] 

Basic 
Diluted 


See accompanying notes. 


an) 


12 
2 


12 
12 
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2002 


$ 1,341,616 


1,047,294 
85,283 
58,663 
18,251 

4,013 
128,112 
44,272 


83,840 
252,435 
(18,696) 


$ 317,579 


$ 2.81 


29,454 
29,829 


2001 


$ 1,202,144 


931,896 
77,414 
51,646 
15,271 

1,697 

124,220 

35,425 


88,795 
186,554 
(18,552) 


(3,945) 
(417) 
$ 252,435 


29,214 
29,558 


ANNUAL REPORT 2002 


$ 1,127,785 


857,757 
76,314 
43,513 
13,343 

3,271 

133,587 

48,693 


84,894 
120,595 
(15,712) 


(3,223) 
$ 186,554 


28,766 
29,322 


FINANCIAL RESULTS 


CONSOLIDATED STATEMENTS OF CASH FLOLS 


Years ended July 31 : Note 2002 2001 2000 


(Canadian dollars in thousands) 


CASH PROVIDED FROM (USED FOR): 


OPERATING ACTIVITIES 
Netincome $ 83,840 $ 88,795 $ 84,894 
Items not involving current cash flows 16 69,397 45,588 51,747 
153,237 134,383 136,641 
Net change in non-cash working capital 16 (9,511) (60,857) 10,568 
143,726 73,526 147,209 
INVESTING ACTIVITIES 
Capital asset additions 18 (122,033) (97,625) (81,947) 
Increase in other assets (1,735) (1,452) (1,288) 
Increased investment in subsidiaries 3 (801) (800) (800) 
Proceeds from disposal of capital 
and other assets 1,523 425 3,065 
Cash and cash equivalents acquired 
onadditional investment in subsidiary 3 599 = - 
(122,447) (99,452) (80,970) 
FINANCING ACTIVITIES 
Issuance of Class A Subordinate Voting 
Shares, net of related costs 4 97,967 1,792 5,586 
Dividends on Class A Subordinate Voting 
Shares and Class B Shares (18,696) (18,552) (SV) 
(Decrease) increase in bank indebtedness (18,357) (3,407) 19,353 
Repayments of long-term debt ) (5,083) (9,750) (7,617) 
Issues of long-term debt 9 124 8,753 Roar 
Surrender of stock options is - (417) (3,223) 
55,955 (21,581) (236) 
Effect of exchange rate changes on cash 
and cash equivalents 3,822 106 (1,481) 
Net increase (decrease) in cash and 
cash equivalents during the year 81,056 (47,401) 64,522 
Cash and cash equivalents, beginning of year 95,703 143,104 78,582 
Cash and cash equivalents, end of year $ 176,759 $04, 95,703 $ 143,104 


See accompanying notes. 
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HOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


1. SIGNIFICANT ACCOUNTING POLICIES 
The significant accounting policies followed by the Company are set out under “Significant Accounting Policies” preceding these 
consolidated financial statements. 


2. JOINTLY CONTROLLED ENTITIES ; 
The consolidated financial statements include the Company’s proportionate share of the revenues, expenses, assets and liabilities 
of its jointly controlled entities as follows: 


Results of Operations 2002 2001 2000 


(Canadian dollars in thousands) 


Sales ~$ 433,149 $9 = 383,2811 - $ 385,099 


Cost of goods sold, other expenses 

and income taxes [i] 385,855 / 341,805 350,395 
Net income, after tax allocation $ 47,294 $ 41,476 $ 34,704 
Financial Position 2002 2001 


(Canadian dollars in thousands) 


ASSETS 

Current assets $ 143,831 S AS35475 
Long-term assets 51,076 29,571 
Total assets $ 194,907 $ 163,046 


LIABILITIES AND EQUITY 


Current liabilities $ 60,770 $ 50,370 
Other liabilities = 150 - 
Loans from partners and shareholders 47,089 26,466 
Equity [ii] 86,898 86,210 
Total liabilities and equity . $ 194,907 $ 163,046 
Statements of Cash Flows 2002 2001 2000 


(Canadian dollars in thousands) 


Cash provided from (used for): 


Operating activities $ 67,529 $ 43,290 $ 51,676 

Investing activities [iii] (21,473) (7,920) (8,671) 

Financing activities [iv] (48,619) (19,694) (38,504) 
$ (2,563) $ 15,676 $ 4,501 


[i] The results of operations for the year ended July 31, 2001 include the benefit of income tax refunds totaling $6.1 million, as outlined 
in Note 8a[i]. 

[ii] Included in equity are undistributed earnings of $79.0 million [2001 - $83.6 million]. 

[iii] Included in cash flows from investing activities in the Company’s consolidated statements of cash flows as part of the additional 
investments in subsidiaries is $4.7 million of acquired capital and other assets purchased in the step-up acquisition of one of the jointly 
controlled entities, as fully described in Note 3. 

[iv] Included in cash flows from financing activities is anet cash distribution to the Company of $51.5 million [2001 - $19.7 million; 
2000 - $38.5 million]. 
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Pursuant to agreements amongst the partners of one of the jointly controlled entities, net incomeis to be distributed annually to the 
partners and each partner is required to loan back to the entity approximately 35% of such distribution, unless otherwise determined 
by the management committee of the entity. No amounts were required to be loaned back during the years ended July 31, 2002, 2001 
or 2000. The management committee is responsible for overseeing and directing the operations and management of the entity and 
is comprised of four members of which the Company is entitled to appoint two. The repayment of this entity’s partners’ capital of 
$7.4 million [2001 - $7.4 million] and loans are subject to the approval of the management committee. 

In another jointly controlled entity, shareholders’ loans total $30.1 million at July 31, 2002 [2001 —$10.2 million]. These loans 
were interest bearing at the rate of 10% per annum and were repayable on August 1, 2002. Effective August 1, 2002, the terms of these 
shareholders’ loans were amended to adjust the rate of interest to prime plus 2%, payable monthly, with principal repayment due on 
August 1, 2004. 


3. BUSINESS ACQUISITIONS 

Fiscal 2002 Acquisition 

Effective December 31, 2001, the Company completed the acquisition of an additional 30% interest in one of its jointly controlled 
entities for nominal cash consideration, increasing the Company’s ownership to 75%. The transaction was accounted for using the 
purchase method. The net effect on the Company’s balance sheet was anet decrease in working capital of $4.9 million (including cash 
acquired of $0.6 million), an increase in capital assets of $4.7 million, additional long-term debt acquired of $0.4 million, and an increase 
in goodwill of $0.6 million. Pursuant to agreements executed on the purchase, the only other remaining shareholder of the jointly 
controlled entity has the option to purchase an additional 25% equity ownership interest from the Company at any time prior to August 
14,2004 at a formula price. While the option is outstanding, the Company and the remaining shareholder each retain the right to 
nominate one of the two directors composing the board of directors of this jointly controlled entity. 


Acquisitions in Prior Years 
Under the terms of the acquisition of Triam Automotive Corporation (Sterling Heights) in October 1998, the Company agreed to pay an 
additional amount not to exceed $4 million in respect of the 5 year period commencing February 1, 1998 if Sterling Heights achieves 
certain predetermined levels of earnings. To date, payments totaling $3.2 million [2001 — $2.4 million] have been made as earnings have 
exceeded the predetermined levels in each of the first four years. 

Similarly, under the terms of the acquisition of Hanwha Automotive Components Corporation (HACC) in January 1999, the Company 
agreed to pay additional amounts not to exceed US$2 million in respect of the 4 year period commencing January 1, 1999 equalto 50% 
of the amount that HACC’s adjusted earnings exceed predetermined thresholds. To date, no amounts have been paid or accrued. 


4. INVENTORIES 
Inventories consist of: 


2002 2001 

(Canadian dollarsinthousands) 

Raw materials and supplies $ 38,295 $ 34,905 

Work-in-process 16,887 16,407 

Finished goods 24,943 24,430 

Tooling and engineering [i] 25,704 17,993 
$ 105,829 $ 93,735 


a 


[i] Tooling and engineering inventory represents costs incurred on separately priced tooling and engineering service contracts in excess 
of billed and unbilled amounts included in accounts receivable. 
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5. CAPITALASSETS 
Capital assets consist of: 


2002 2001 
(Canadian dollars inthousands) 
Land $ 30,450 $ 26,657 
Buildings 104,415 70,744 
Machinery and equipment [i] 510,346 419,508 
Capital expenditures in progress [iii] 60,228 46,516 
705,439 563,425 
Accumulated depreciation [i], [ii] 275,813 214,417 
$ 429,626 $ 349,008 


i 


[i] Machinery and equipment includes $19.6 million [2001 — $17.6 million] for assets under capital leases and accumulated depreciation 
includes $8.1 million [2001 —$5.3 million] for assets under capital leases. 

[ii] Accumulated depreciation includes $18.3 million [2001 — $13.5 million] for buildings and $257.5 million [2001 - $200.9 million] 

for machinery and equipment. 

[iii] Capital expenditures in progress include costs incurred to date, including deposits, for machinery and equipment, assembly lines, 
and facility upgrades and expansions which are still in progress or are not yet in service as at the balance sheet date. Accordingly, 
depreciation on these assets will commence when the assets are put into use. 


6. GOODWILL 
At July 31, 2002, the Company had consolidated goodwill, recorded at carrying value, totaling $20.8 million [2001 - $19.2 million]. 
As fully described in the Company’s Significant Accounting Policies preceding these consolidated financial statements, the new 
CICA non-amortization and impairment rules for existing goodwill were adopted prospectively and accordingly, the Company ceased 
recording amortization of goodwill effective August 1, 2001. In 2001, $1.7 million [2000 — $1.6 million] of goodwill amortization was 
recorded. The ending carrying value of goodwill at July 31, 2001 includes accumulated amortization of $6.8 million. 

During the year, the Company recorded an additional $1.4 million of goodwill on current year acquisitions and earnout provisions 
associated with prior year acquisitions as described in Note 3. 

During 2002, the Company assessed the fair value of the reportable segments to which the underlying goodwillis attributable and 
determined that no charge for impairment of goodwill is required for the year ended July 31, 2002. 


7. OTHERASSETS 


Other assets consist of: 
2002 2001 
(Canadian dollars in thousands) 
Deferred preproduction costs (net of accumulated 
amortization of $4,680 [2001 - $3,343]) $ 2,006 $ 3,343 
Long-term receivables 2,228 774 
Other 4,369 3,082 
$ 8,603 $ TAg9 


8. INCOME TAXES 

[a] Rate Reconciliation 

Effective August 1, 2000, the Company adopted the new recommendations of the CICA for the accounting and disclosure of income 
taxes. The Company adopted these recommendations prospectively without restating the financial statements of any prior periods. 
Accordingly, the fiscal 2000 comparative amounts presented were determined using the deferral method of accounting for income taxes. 
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The provision for income taxes differs from the expense that would be obtained by applying Canadian statutory rates as a result of 


the following: 
2002 2001 2000 
Canadian statutory income tax rate 40.0% 42.9% 44.5% 
Manufacturing and processing 
profits deduction (6.2) (8.2) (8.8) 
Expected income tax rate 33.8 34.7 S537) 
Tax refunds on profit distributions [i] - (7.7) ~ 
Foreign rate differentials (0.5) 0.7 0.4 
Losses not tax benefited in excess of (less than) 
losses utilized 1.3 (0.1) 0.4 
Other - 0.9 - 
Effective income tax rate 34.6% 28.5% 36.5% 
[i] In 2001, the Company recognized the full benefit of tax refunds totaling $9.4 million on dividends paid, and to be paid, out of two 
German subsidiaries. The refunds represented the recovery of taxes paid at higher rates in prior years through the payment of 
dividends before the end of calendar year 2001. 
[b] Provision 
The details of the income tax provision are as follows: 
2002 2001 2000 
(Canadian dollars in thousands) 
Current provision 
Canadian federal taxes $ 17,329 $ 21,744 $ 20,940 
Provincial taxes 10,750 11,926 12,528 
Foreign taxes 7,872 12,666 10,521 
$ 35,951 $ 46,336 $ 43,989 
Future provision (recovery) 
Canadian federal taxes $ 4,645 $ (3,153) $ 2,805 
Provincial taxes 2,445 (735) eval 
Foreign taxes 1,231 (7,023) 184 
$ 8,321 $i ni(40,9:11) $ 4,704 
$ 44,272 $:aee5;425 $ 48,693 
[c] Future Provision (Recovery) 
Future income taxes have been provided (recovered) on temporary differences which consist of the following: 
2002 2001 2000 
(Canadian dollars in thousands) 
Tax deferred income $ 5,383 $ (1,080) $"3:768 
Tax refunds on profit distributions 3,502 (9,408) - 
Tax depreciation in excess of book depreciation (151) 459 236 
Reduction in enacted tax rates (670) = ss 
Book amortization of deferred preproduction 
costs less than tax (455) (464) (477) 
Other 712 (418) 1,182 
$ 8,321 $ (10,911) $ 4,704 


El 
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[d] Future Tax Assets and Liabilities 
Future tax assets and liabilities consist of the following: 


2002 2001 
(Canadian dollars in thousands) 
Future tax assets 
Tax refunds on profit distributions $ 7,141 $ 9,570 
Current future tax liabilities 
Tax depreciation in excess of book depreciation $ 1,169 $ 1,161 
Tax deferred income [i] 16,747 = 
Net preproduction costs book value in excess of tax value 455 465 
Other 997 allt 
$ 19,368 $ 21307 
Long-term future tax liabilities 
Tax depreciation in excess of book depreciation $ 15,217 $ 14,724 
Tax deferred income [i] - 12,635 
Net preproduction costs book value in excess of tax value 227 696 
Other 3,700 3,808 
$ 19,144 $ 31,863 
Net future income tax liabilities $ 31,371 $ 24,630 


[i] Due to the Company’s announced plans to change its fiscal year end to December effective December 31, 2002, anew effective tax 


year end for the Company will be triggered for the five-month period ending on that date (the stub period). As a result, certain temporary 


differences will reverse during this period and the Company will be required to include the amounts in its taxable income for the stub 


period. Accordingly, the Company has recorded the future tax liabilities associated with these differences as current. 


[e] Taxes Paid 


Income taxes paid in cash were $38.8 million for 2002 [2001 - $46.5 million; 2000 - $31.9 million]. 


[f] Loss Carryforwards 


At July 31, 2002, certain subsidiaries of the Company have tax loss carryforwards, in various jurisdictions, of approximately $31.6 


million. Of these losses, $25.8 million have no expiry date and $5.8 million expire between 2004 and 2009. The tax benefits of the 
full $31.6 million of these losses have not been recognized in the consolidated financial statements. 


9. DEBT 
[a] Long-Term Debt 
The Company’s long-term debt consists of the following: 


2002 2001 
(Canadian dollars in thousands) 
6.22% Senior Unsecured Notes (Note 9[b]) $ 60,000 $ 60,000 
Bank term debt (Note 9[c]) 14,878 Use W228) 
Obligations under capital leases (Note 9[d)) 3,585 5,647 
Other 1,129 793 
79,592 81,563 
Less amounts due within one year 4,420 4,342 
$ 7572 Ga, Cieel 
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[b] 6.22% Senior Unsecured Notes 


The $60-million 6.22% Senior Unsecured Notes (the Notes) are due May 25, 2006. These Notes require the Company to maintain 
certain covenants. 


[c] Bank Term Debt 
Bank term debt consists of amounts originally denominated in the following currencies or legacy currencies: 


Weighted average 
Final maturity interest rate 2002 2001 
(Canadian dollars in thousands) 
Austrian schillings [i] 2003-2009 1.95% $ 11,191 $ 11,391 
German deutschmarks [ii] 2003-2008 6.71% 2,200 2,309 
Other 2008 3.80% 1,487 1,373 


$ 14,878 Sw BiSH23 
[i] Austrian Schillings 
Long-term debt of $1.1 million (AS10 million) [2001 - $2.0 million (AS20 million)] is advanced under a total line of $1.1 million. Interest 
is currently payable at Euribor (Euro Interbank Offered Rate) plus 0.75%. The loanis repayable in equal semi-annual installments and 
matures July 1, 2003. 

Long-term debt of $0.4 million (AS3.1 million) [2001 ~$1.1 million (AS11.7 million)] is advanced under a total line of $0.4 million 
[2001 — $1.1 million]. Interest is payable at a fixed rate of 4.38%. The loan is repayable in equal semi-annual installments and matures 
December 31, 2003. 

Under a banking arrangement which was conditional on the attainment of certain employment and capital expenditure requirements, 
only long-term debt of $9.7 million (AS85 million) [2001 — $8.3 million (AS85 million)] has been advanced under potential lines totaling 
$22.8 million (AS200 million) as conditions required for further funds under this arrangement have not been satisfied. Interest is currently 
payable ata fixed rate of 1.5%. The loanis repayable in equal semi-annual installments beginning July 1, 2003 and matures January 1, 
2009. Effective July 1, 2003 through to maturity, interest is payable at a fixed rate of 2.95%. Aportion of the loan is collateralized by land 
and buildings of certain subsidiaries. 


[ii] German Deutschmarks 

Bank term debt of $2.2 million (DM2.7 million) [2001 - $2.4 million (DM3.4 million)] is advanced under total lines of $2.2 million 
[2001 - $2.4 million]. Interest is currently payable at fixed rates ranging from 3.83% to 7.32%. The principal amounts are repayable 
at various intervals over the next six years. This debtis collateralized by land, building and specific assets of certain subsidiaries. 


[d] Obligations Under Capital Leases 
Obligations under capital leases consist of amounts originally denominated in the following currencies or legacy currencies: 


Weighted average 
Final maturity interest rate 2002 2001 
(Canadian dollars in thousands) 
U.S. dollars [i] 2003-2005 7.27% $ 2,516 $ 4,306 
German deutschmarks 2006 5.75% 1,029 is 
Korean won [ii] 2003-2004 12.87% 40 225 


[i] Interest is payable at floating rates currently ranging from 3.1 4% to 8.50%. 
[ii] interest is payable at fixed rates of 1 2.80% and 13.00%, respectively. 
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[e] Principal Repayments 
Future annual principal repayments on long-term debt are estimated to be as follows for the years ending July 31: 


(Canadian dollars in thousands) 


2003 $ 4,420 
2004 3,359 
2005 Carale) 
2006 62,184 
2007 2,188 
Thereafter Syroil 

$ 79,592 


i 


[f] Bank Indebtedness 

[i] The Company has an unsecured $50-million operating line of credit bearing interest at variable rates per annum not exceeding the 
bank’s prime rate of interest. At July 31, 2002, the Company had outstanding letters of credit in the amount of $0.7 million drawn under 
this line of credit and $49.3 million of this line was unused and available. The Company also has foreign exchange facilities in the amount 
of $30 million (Note 13[a)]). 


[ii] Litens Automotive Partnership (LAP) has an unsecured $15-million operating line of credit bearing interest at variable rates per annum 
not exceeding the bank’s prime rate of interest all of which was unused and available at July 31, 2002. The related credit agreement 
provides for the maintenance of certain financial ratios. LAP also has a foreign exchange facility in the amount of US$50 million 

(Note 13[a]). One of LAP’s subsidiaries has unsecured demand lines of credit totaling $5.7 million (DM4.0 million and euro 1.6 million) 

all of which were unused and available at July 31, 2002. Interest is payable at the Euribor plus 1.5% and anegotiated interest rate based 
onthe European Central Bank’s (the ECB) leading interest rate. 


[iii] The Company has various operating lines of credit for its European subsidiaries denominated in euros, German deutschmarks and 
Austrian schillings totaling $29.4 million. As at July 31, 2002, $26.0 million was drawn on these lines while $3.4 million remains unused 
and available. Interest on the Euro denominated operating line of credit is currently payable at a negotiated interest rate based on the 
Austrian Control Bank Corporation’s interest rate. Interest on German deutschmark denominated operating lines of credit is payable 

at interest rates negotiated based on the Euribor and the leading interest rates of the ECB. Interest on the lines of credit denominated in 
Austrian schillings is payable at a fixed rate of 6.4%, floating rates based on the Euribor plus amargin ranging from 0.25% to 0.75% and 
negotiated interest rates based on the Austrian National Bank interest rate for operating lines of credit. Accounts receivable and certain 
assets of the related subsidiaries have been pledged as collateral under these lines of credit. 


[iv] HACC has various operating lines of credit denominated primarily in Korean won of $42.2 million (31.4 billion won). As at July 31, 
2002, $38.2 million of these lines were unused and available. Interest is payable at variable rates based on prime, prime plus 1.0% to 
1.7% and the daily best lending rates, which are adjusted at periodic intervals, currently ranging from 5.85% to 10.0%. Certain assets 
of this subsidiary have been pledged as collateral under certain of these lines of credit. 


[g]interest, net 
Net interest expense (income) includes: 


2002 2001 2000 
(Canadian dollars in thousands) 
Interest on long-term debt $ 4,641 $ 4,807 $ 6,036 
Other interest income, net- external (656) (3,223) (2,765) 
Interest expense — 
Magna International Inc. (Magna) 28 113 = 
Interest, net $ 4,013 $ 1,697 $ S27 


Net interest paid in cash was $4.0 million for 2002 [2001 - $1.9 million; 2000 -$3.0 million]. 
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10. POST-RETIREMENT MEDICAL BENEFITS 

The Company provides a post-retirement medical benefits plan covering eligible employees and retirees. Retirees sixty-years of age 
and older with ten or more years of service are eligible for benefits. In addition, existing retirees as at the date of plan implementation that 
meet the above criteria are also eligible for benefits. Benefits are capped based on years of service. 

The cost of benefits earned by employees is actuarially determined using the projected benefit method prorated based on service 
and management's best estimate of compensation increases, retirement ages of employees, future termination levels and expected 
returns on plan assets. 

The significant actuarial assumptions adopted in measuring the Company’s projected benefit obligations are as follows: 


Discount rate 6.8% 
Rate of compensation increase 4.0% 


ha ie SE EEE 
[a] Projected Benefit Obligation 

The projected benefit obligation and the net amount included in accrued salaries and wages in the consolidated balance sheets is 
calculated as follows: 


2002 2001 
(Canadian dollars in thousands) 
Balance, beginning of year $ 1,973 $ - 
Past service obligation arising on plan introduction - 1,642 
Current service costs 220 203 
Interest costs on projected benefit obligation 141 128 
Actuarial gains and changes in actuarial assumptions 283 ~ 
Benefits paid (10) - 
Unfunded obligation 2,607 1,973 
Unrecognized past service costs (1,902) (2,115) 
Unrecognized actuarial gains 192 587 
Net amount recognized in the consolidated balance sheets $ 897 $ 445 
[b] Net Periodic Cost 
The calculation of the net periodic costis as follows: 
2002 2001 
(Canadian dollars in thousands) 
Current service costs $ 220 $ 203 
Interest costs on projected benefit obligation 141 128 
Amortization of past service costs 117 118 
Amortization of experience gains (16) (4) 
$ 462 $ 445 


11. CAPITAL STOCK 
[a] Class A Subordinate Voting Shares and Class B Shares 
Class A Subordinate Voting Shares without par value (unlimited amount authorized) have the following attributes: 
e Each share is entitled to one vote per share at all meetings of shareholders. 
e Each share shall participate equally as to cash dividends with each Class B Share. 
Class B Shares without par value (unlimited amount authorized) have the following attributes: 
Each share is entitled to 10 votes per share at all meetings of shareholders. 
e Each share shall participate equally as to cash dividends with each Class A Subordinate Voting Share. 
e Eachshare may be converted at any time into fully-paid Class A Subordinate Voting Shares ona one-for-one basis. 
Inthe event that either the Class A Subordinate Voting Shares or the Class B Shares are subdivided or consolidated, the other class shall 


be similarly changed to preserve the relative position of each class. 
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Outstanding Class A Subordinate Voting Shares and Class B Shares included in shareholders’ equity of the Company consists of: 


Class A Subordinate Voting Shares Class B Shares 
Number of shares Consideration Number of shares Consideration 

(Canadian dollars in thousands, except number of shares) 
Balance, July 31, 1999 14,367,779 $ 180,265 14,223,900 $ 2,583 
Issuance of Class A Subordinate 

Voting Shares to Magna [i] 4,352,644 - 
Cancellation of Class A Subordinate 

Voting Shares [i] (4,352,644) - 
Exercise of Incentive Stock Options 

(Note 11[b]) 532,000 5,586 
Balance, July 31, 2000 14,899,779 185,851 14,223,900 2,583 
Exercise of Incentive Stock Options 

(Note 11[b]) 142,600 1,792 
Balance, July 31, 2001 15,042,379 187,643 14,223,900 | 2.583 
Issuance of Class A Subordinate Voting 

Shares through Public Offering [ii] 2,850,000 97,190 
Exercise of Incentive Stock Options 

(Note 11 [b]) 182,400 2,194 
Balance, July 31, 2002 18,074,779 $ 287,027 14,223,900 $ 2,583 


[i] On June 19, 2000, the Company completed a series of transactions to assist Magna in a reorganization of its holdings of the 
Company’s Class A Subordinate Voting Shares prior to the sale of these shares by way of a public secondary offering. The Company, 
through aseries of transactions, issued 4,352,644 new Class A Subordinate Voting Shares to Magnain exchange for all outstanding 
common shares of Magna’s wholly-owned subsidiary, 1422662 Ontario Inc. (1422662), whose only asset was 4,352,644 previously issued 
Class A Subordinate Voting Shares of the Company. Immediately following this acquisition, 1422662 was wound up into the Company 
and the 4,352,644 previously issued Class A Subordinate Voting Shares of the Company were cancelled. Magna has indemnified the 
Company, its officers, directors and other shareholders against any liabilities which may arise in connection with this reorganization. 


[ii] On July 18, 2002, the Company completed a public offering of Class A Subordinate Voting Shares. The details of the proceeds from 
the offering are as follows: 


(Canadian dollars in thousands) 


Total proceeds on issue of 2,850,000 shares at $35.15 $ 100,178 
Underwriter’s fee (4,007) 
Other expenses of the issue (398) 
Tax savings in respect of the above fee and expenses 1,417 
Net proceeds $ 97,190 


a 


[b] Incentive Stock Option Plan 
Under the Company’s amended and restated Incentive Stock Option Plan, the Company may grant options to purchase Class A 
Subordinate Voting Shares to present and future officers, directors, other full-time employees or consultants of the Company. The 
maximum number of shares reserved to be issued for options is 3,000,000 subject to certain adjustments. The number of unoptioned 
shares available to be reserved at July 31, 2002 was 44,500 [2001 — 44,500]. If, atthe Company’s option, stock options are repurchased 
from employees or directors, the excess of consideration paid over the exercise price of the stock options cancelled is charged to 
retained earnings. 

Alloptions granted are for a term not exceeding 10 years from the date of grant. In general, management options vest 20% on 
the date of the grant and 20% on August 1 of each of the four calendar years following the grant date. However, 70,000 options granted 
to directors in 2000 vested 50% on the grant date with the remaining 50% vesting on August 1, 2001, and 300,000 options granted to 
Stronach &Co. (S & Co) vested 16 2/3% on October 25, 2000 and 16 2/3% on each of the following five anniversaries of this date. All 
options allow the holder to purchase Class A Subordinate Voting Shares at a price equal to or greater than the market price of such 
shares at the date of the grant. 
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The following is acontinuity schedule of the options outstanding: 


Weighted 
Number Range of average Options 

of options exercise price exercise price exercisable 
Balance, July 31, 1999 1,533,000 $10.50-$22.50 $11.72 1,113,500 
Granted 545,500 $19.00-$26.00 $25.13 
Exercised (532,000) $10.50 $10.50 (532,000) 
Surrendered (i) (325,000) $10.50 $10.50 (325,000) 
Vested (ii) 436,600 
Balance, July 31, 2000 1,221,500 $10.50-$26.00 $18.56 693,100 
Granted (iii) 432,500 $26.45 -$29.40 $27.35 
Exercised (142,600) $10.50-$26.00 $12.57 (142,600) 
Surrendered (iv) (73,000) $10.50-$26.00 $16.41 (73,000) 
Cancelled (5,000) $26.00 $26.00 (5,000) 
Vested 151,500 
Balance, July 31, 2001 1,433,400 $10.50-$29.40 $21.89 624,000 
Exercised (182,400) $10.50-$26.00 $12.03 (182,400) 
Vested 240,600 
Balance, July 31, 2002 1,251,000 $10.50-$29.40 $23.33 682,200 


[i] On June 15, 2000, due to the timing of a public offering of the Company’s Class A Subordinate Voting Shares, the Human Resources 


and Compensation Committee (HRC Committee) of the Company asked the then CEO of the Company to consider a proposal to 
surrender 325,000 vested stock options for the purchase of Class A Subordinate Voting Shares in exchange for a cash payment equal to 
their intrinsic value. This proposal was presented to the then CEO as an alternative to his stated plans to exercise 325,000 stock options 
and sell the acquired Class A Subordinate Voting Shares through the public markets. To effect this surrender, the HRC Committee 
granted 325,000 Stock Appreciation Rights (SARs) in connection with 325,000 previously issued stock options. The then CEO 
immediately exercised these SARs and surrendered the underlying stock options for proceeds of $5.0 million, resulting ina $3.2 million 
net charge to retained earnings. A portion of the proceeds on surrender was used to repay indebtedness to the Company of $1.3 million, 
including accrued interest, and to pay withholding taxes arising on the surrender of the stock options. 


[ii] On June 1, 2000, the vesting date for 125,000 options previously granted to S & Co was accelerated to June 5, 2000 from October 24, 
2000, thus allowing S & Co to participate in the June 19, 2000 public offering of Class A Subordinate Voting Shares of the Company by 
several selling shareholders and thereby providing amore orderly and efficient distribution of S & Co’s shares in the public market. 


[iii] On August 31, 2000, a grant of 300,000 options to purchase Class A Subordinate Voting Shares was made to S & Co at an exercise 
price of $26.45 pursuant to a Consulting Services Agreement as described in Note 18. 


[iv] On January 29, 2001, in connection with the resignation from the Company ofa Vice President, the HRC Committee of the Company 
asked the Vice President to consider a proposal to surrender 73,000 vested stock options for the purchase of Class A Subordinate 
Voting Shares in exchange for acash payment equal to their intrinsic value. This proposal was presented to the Vice President as an 
alternative to his stated plans to exercise 73,000 stock options and sell the acquired Class A Subordinate Voting Shares through the 
public markets. To effect this surrender, the HRC Committee granted 73,000 SARs in connection with the 73,000 previously issued 
stock options. The Vice President immediately exercised these SARs and surrendered the underlying stock options for proceeds 

of $0.6 million, resulting in a $0.4 million net charge to retained earnings. A portion of the proceeds on surrender was used to pay 
withholding taxes arising on the surrender of the stock options. 
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The following table summarizes the significant ranges of outstanding and exercisable options held by directors, officers and employees 
as of July 31, 2002: 


Options outstanding 


Number of 

Number Remaining options 

Exercise price of options contractual life exercisable 
$10.50 114,000 3.0 114,000 
$10.50 60,000 4.0 60,000 
$17.25 65,500 6.0 48,000 
$19.00 57,000 7.0 30,000 
$21.70 10,000 5.0 10,000 
$22.50 60,000 5.0 60,000 
$26.00 452,000 8.0 207,200 
$26.45 300,000 8.0 100,000 
$29.40 132,500 8.0 53,000 
1,251,000 ~ 682,200 


eee ee ee ee renee nee eee 
Weighted average exercise price $ 23.33 $ 21.08 
Weighted average remaining contractual life 7.0 6.3 


[c] Non-Employee Director Share-Based Compensation Plan 

Under this plan, established during fiscal 2000, non-employee directors can elect to receive a portion of their annual retainers and other 
Board-related compensation in the form of deferred share units (DSUs) which are credited to the director's account, and the Company 
records aliability. The number of DSUs issued is based upon the market value of the Company’s shares at each allocation date. One 
DSU has acash value equal to the market price of one of the Company’s Class A Subordinate Voting Shares. Within a specified time 
after retirement, non-employee directors receive a cash payment equal to the market value of their DSUs. During 2002, $0.3 million 
[2001 - $0.2 million] was recorded as compensation expense (including revaluation of the DSUs to their fair values at July 31, 2002) 
under this plan. At July 31, 2002, there were 23, 185 DSUs [2001 — 15,307] having a total value of $0.7 million [2001 — $0.4 million] that 
were issued and outstanding. 


[d] Maximum Number of Shares 
The following table presents the maximum number of shares that would be outstanding if all the outstanding options at July 31, 2002 
were exercised: 


Number of shares 

Class A Subordinate Voting Shares outstanding at July 31, 2002 18,074,779 
Class B Shares outstanding at July 31, 2002 14,223,900 
Options to purchase Class A Subordinate Voting Shares 1,251,000 
33,549,679 


EE 


12. EARNINGS PER CLASS A SUBORDINATE VOTING SHARE OR CLASS B SHARE 
The following table presents the reconciliation from the weighted average number of Class A Subordinate Voting Shares and Class B 
Shares outstanding to the weighted average number of these shares outstanding on a diluted basis: 

2002 2001 2000 


(in thousands) 
Average number of Class A Subordinate 

Voting Shares and Class B Shares 

outstanding during the year 29,454 29,214 28,766 
Effect of dilutive securities: 

Stock options to purchase Class A 

Subordinate Voting Shares 375 344 556 
Average number of Class A Subordinate 

Voting Shares and Class B Shares outstanding 

during the year on adiluted basis 29,829 29,558 29,322 
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Alloptions to purchase Class A Subordinate Voting Shares outstanding at July 31, 2002 and July 31, 2001 have been considered in the 
computation of diluted earnings per Class A Subordinate Voting Share or Class B Share because their impact was dilutive. At July 31, 
2000, there were options to purchase 478,000 Class A Subordinate Voting Shares at an exercise price of $26.00 per share that were 
outstanding and not included in the computation of diluted earnings per Class A Subordinate Voting Share or Class B Share because 
their impact was anti-dilutive. 


13. FINANCIALINSTRUMENTS 

[a] Foreign Exchange Contracts and Other Hedging Instruments 

[i] Foreign Currency Hedges 

The Company operates globally, which gives rise to a risk that its earnings and cash flows may be adversely impacted by fluctuations 

in foreign exchange. The Company, including LAP, utilizes foreign exchange forward contracts to manage foreign exchange risk from 
its underlying customer contracts. In particular, the Company uses foreign exchange forward contracts for the sole purpose of hedging 
a significant portion of its projected foreign currency inflows and outflows, consisting primarily of US dollar and euro denominated 
contractual commitments to deliver products to the Company’s customers or buy products from the Company’s suppliers in addition 
to other anticipated transactions expected to be settled in foreign currencies. The Company does not enter into foreign exchange 
contracts for speculative purposes. 

As at July 31, 2002, the Company had outstanding foreign exchange forward contracts representing acommitment to sell 
approximately US$102.1 million and 19.8 million euros, at weighted average rates of exchange of CDN$1.55 and CDN$1.52, 
respectively, and to buy approximately US$90.3 million and 24.6 million euros at weighted average rates of exchange of CDN$1.47 
and CDN$1.41, respectively. These contracts mature over the next five years as follows: 


For Canadian dollars 


US dollar Weighted Euro Weighted 

amount average rate amount average rate 
(Amounts in millions, except rates) 
2003 US$ (46.3) 1.58 € (14.2) leow 
2003 37.3 1.47 6.5 1.48 
2004 (21.6) Wee (5.6) 1.54 
2004 28.6 1.46 SS) Wi7/ 
2005 (15.0) Wore = - 
2005 17.6 1.45 6.9 1.39 
2006 (9.6) oo = = 
2006 4.7 irom 3.9 1.41 
2007 (9.6) 1259 = - 
2007 eat EO 0.4 1.45 

USS 11.8) € 4.8 


A, 


The fair values of foreign exchange forward contracts represent an approximation of the amounts the Company would have paid to or 
received from counterparties to unwind its positions at July 31, 2002. The fair value of the Company’s net benefit for all foreign exchange 
forward contracts at July 31, 2002 was approximately $9.2 million [2001 - ~$7.5 million]. If these contracts ceased to be effective as 
hedges (i.e., if the related projected cash flows changed significantly), previously unrecognized gains or losses pertaining to the portion 
of the hedging transactions in excess of projected foreign denominated cash flows would be recognized in income at the time this 
condition was identified. 


[ii] Other Financial Instruments 
The Company, through one of its jointly controlled entities, has outstanding foreign exchange options that require it to sell 4.6 million 
euros at a weighted average rate of US$0.92. The fair value of these options at July 31, 2002 is approximately $0.5 million lower than the 
carrying value and due to the fact these options do not qualify as part of an effective hedging relationship, the amount was recorded asa 
charge against earnings. 

To manage the electricity cost volatility that may arise since the Ontario, Canada hydro electricity market was deregulated in May 
2002, the Company entered into acontract to purchase approximately 131,000 mega-watt hours (MWH) of electricity over a three year 
period at a weighted average rate of $53.80 per MWH. The mark-to-market fair value of this contract at July 31, 2002 was not significant. 


[b] Fair Value 
The Company has determined the estimated values of its financial instruments based on appropriate valuation methodologies; however, 
considerable judgment is required to develop these estimates. Accordingly, these estimated values are not necessarily indicative of the 
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amounts the Company could realize in a current market exchange. The estimated fair value amounts can be materially affected by the 
use of different assumptions or methodologies. The methods and assumptions used to estimate the fair value of each class of financial 
instruments are discussed below. 

Short-term financial assets and liabilities, including cash and cash equivalents, accounts receivable, bank indebtedness, accounts 
payable, accrued liabilities and income taxes payable, are valued at their carrying amounts as presented in the consolidated balance 
sheets. The carrying values of the amounts are reasonable estimates of fair value due to the short period to maturity of these financial 
instruments except for the obligation for the post-retirement medical benefits plan for which the actuarially determined obligation 
exceeds the carrying value by $1.7 million as described in Note 1O[a]. 

Fair value information is not readily available for the Company’s long-term monetary assets included in other assets. However, 
management believes the market value of these assets approximates their carrying value. 

Rates currently available to the Company for long-term debt with similar terms and remaining maturities have been used to estimate 
the fair value of the long-term debt which approximates the carrying value for all years, including the $60 million 6.22% Senior 
Unsecured Notes at July 31, 2002 [2001 - $58.2 million]. 

The Company enters into foreign exchange forward contracts to manage foreign currency risk. lf the Company did not use forward 
contracts, its exposure to financial risks would be higher. The Company does not enter into forward contracts for speculative purposes. 
The fair values of foreign exchange forward contracts represent an approximation of the amounts that the Company would have paid 
to or received from counterparties to unwind its positions prior to maturity. The fair value of the Company's net benefit for all foreign 
exchange forward contracts, none of which is recorded, is discussed in Note 13[a]. 


[c] Credit Risk 
The Company’s financial assets that are exposed to credit risk consist primarily of cash and cash equivalents, accounts receivable 
and foreign exchange forward contracts with positive fair values. 

The Company, in the normal course of business, is exposed to credit risk from its customers, all of which are substantially in the 
automotive industry. These accounts receivable are subject to normal industry credit risks. 

Cash and cash equivalents, which consists of short-term investments, including commercial paper and certified deposits, are only 
invested in governments and corporations with a minimum credit rating of R1 (low) by the Dominion Bond Rating Service (DBRS) orits 
equivalent, and in the United States, banks with a Financial Strength Rating of A by Moody’s Investors Service or its equivalent. Credit 
risk is further reduced by limiting the amount which is invested in any one government or corporation. 

The Company is also exposed to credit risk from the potential default by any ofits counterparties on its foreign exchange forward 
contracts. The Company mitigates this credit risk by generally dealing only with counterparties which are banks with a minimum credit 
rating of A-2 by Standard & Poor’s and which are included onan authorized list of counterparties maintained by the Company. The 
Company also monitors its relative positions with each counterparty. The maximum credit risk, based on the theoretical amount, term 
and exchange rates, amounts to approximately $15.4 million. This risk is divided amongst six financial institutions. The Company does 
not anticipate non-performance of contractual obligations by any of the counterparties. 


[d] Interest Rate Risk 
The following table summarizes the Company’s exposure to interest rate risk as at July 31, 2002: 


Fixed interest 
rate maturing in 


Floating 1 year 1to5 More than Non-interest 
rate orless years 5 years bearing Total 
(Canadian dollars in thousands) 
Financial assets 
Cash $ 176,759 $ 176,759 
Accounts receivable $ 198,383 198,383 
Other assets 493 $ 60 $ 135 3,089 3,777 
Financial liabilities 
Bank indebtedness (30,053) (30,053) 
Accounts payable 
and all other accrued 
liabilities and payables (194,938) (194,938) 
Long-term debt (3,657) (2,038) (72,439) $ (808) (650) (79,592) 
$ 143,542 $ (1,978) $ (72,304) $ (808) $ 5,884 $ 74,336 
Average fixed rate of 
long-term debt 3.97% 5.63% 1.50% 
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14. CURRENCY TRANSLATION ADJUSTMENT 
The following is acontinuity schedule of the currency translation adjustment account included as a separate component of 
shareholders’ equity: 


2002 2001 


(Canadian dollars in thousands) 
Balance, beginning of year $ (8,436) $ = (7,783) 
Realized translation (gain) loss on the reduction of 


the net investment in foreign operations (185) Sone 
Unrealized translation adjustments 20,638 (4,025) 
Balance, end of year $ 12,017 $ (8,436) 


a 


Unrealized translation adjustments, which arise on the translation to Canadian dollars of assets and liabilities of the Company’s 
self-sustaining foreign operations, resulted in an unrealized currency translation gain of $20.6 million [2001 —loss of $4.0 million] 
primarily from the strengthening of the euro and Korean won against the Canadian dollar, during the year. 

The translation gain of $0.2 million [2001 —$3.4 million loss] realized on the reduction of the net investment in foreign operations 
was the result of dividend distributions and was recorded in selling, general and administrative expenses. 


15. RESEARCH AND DEVELOPMENT 
Gross R&D expenditures for the year ended July 31, 2002 were $24.4 million [2001 — $18.9 million; 2000 -$19.9 million]. These expenditures 
were partially funded by governments or customers in the amount of $6.2 million [2001 —$6.5 million; 2000-—$5.6 million]. 


16. DETAILS OF CASH FROM OPERATING ACTIVITIES 
[a] tems NotInvolving Current Cash Flows 
Items not involving current cash flows consist of: 


2002 2001 2000 
(Canadian dollars in thousands) 
Depreciation and amortization $ 58,663 $ 51,646 $43,513 
Future income taxes 8,321 (10,911) 4,704 
Realized translation (gains) losses on the 
reduction of net investment in foreign operations (185) Sore - 
Net periodic cost of post-retirement medical 
benefits plan 462 445 - 
Other 2,136 1,036 3,530 
$ 69,397 $ 45,588 Sim5 14747 


[b] Net Change In Non-Cash Working Capital 
The net change in non-cash working capital, net of foreign exchange fluctuations, consists of: 


2002 2001 2000 
(Canadian dollars in thousands) 
Accounts receivable $ (24,017) $ (35,906) $ (14,208) 
Inventories (9,403) (12,357) (12,239) 
Prepaid expenses and other (1,068) (448) (486) 
Accounts payable and 
other accrued liabilities 22,465 (9,571) 18,356 
Accrued salaries and wages 4,226 1,150 12,334 
Income taxes payable ; (1,714) (3,725) 6,811 
$ (9,511) $ (60,857) $ 10,568 
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17. SEGMENTED INFORMATION 
[a] Operating Segments 


The Company currently operates in one industry segment, the automotive powertrain business, designing and manufacturing parts 


and assemblies primarily for the automotive OEMs or their Tier | and Tier Il powertrain component manufacturers. 


The Company operates internationally and its manufacturing facilities are arranged geographically to match the requirements of 


the Company’s customers in each market. Each manufacturing facility has the capability to offer many different powertrain parts and 


assemblies as the technological processes employed can be used to make many different parts and assemblies. Additionally, specific 


marketing and distribution strategies are required in each geographic region. 


The Company currently operates in four geographic segments of which only two are reportable segments. The accounting policies 


for the segments are the same as those described in Note 1 to the consolidated financial statements and intersegment sales are 


accounted for at prices which approximate fair value. 


Executive management assesses the performance of each segment based on income before income taxes as the management of 


income tax expense is centralized. 


North American European Other 
Automotive Automotive Automotive Total 

(Canadian dollars in thousands) 
July 31, 2002 
Total sales $ 1,058,852 $ 253,614 $ 46,421 $ 1,358,887 
Intersegment sales (14,844) (2,427) o (17,271) 
Sales to external customers $ 1,044,008 $ 251,187 $ 46,421 $ 1,341,616 
Depreciation and amortization (Note 6) $ 44,263 $ 10,060 $ 4,340 $ 58,663 
Interest, net $ 1,475 $ 840 $ 1,698 $ 4,013 
Income before income taxes $ 116,126 $ 10,496 $ 1,490 $ 128,112 
Capital assets, net (Note 18) $ 301,037 $ 90,101 $ 38,488 $ 429,626 
Capital asset additions (Note 18) $ 93,460 $ 24,537 $ 4,036 $ 122,033 
Goodwill, at carrying value (Note 6) $ 19,828 $ 946 $ - $ 20,774 
July 31,2001 
Total sales $ 948,336 $ 219,744 $ 45,564 $ 1,213,644 
Intersegment sales (8,725) (2,775) - (11,500) 
Sales to external customers $ 939,611 $ 216,969 $ 45,564 $ 1,202,144 
Depreciation and amortization (Note 6) $ 39,024 $ 8,368 $ 4,254 $ 51,646 
Interest, net $ 454 $ (610) $ 1,753 $ 1,697 
Income before income taxes $ 103,615 $0 8i7174 ay e431 $ 124,220 
Capital assets, net $ 250,250 $ 63,921 $ 34,837 $ 349,008 
Capital asset additions S$ -80/211 $ 15,764 $ 1,650 $ 97,625 
Goodwill, net (Note 6) $ 17,870 $ 1,361 $ - $ 19,231 
July 31,2000 
Total sales $ 883,295 $ 208,830 $ 42,748 $ 1,134,873 
Intersegment sales (4,241) (2,847) - (7,088) 
Sales to external customers $ 879,054 $ 205,983 $ 42,748 $ 1,127,785 
Depreciation and amortization (Note 6) SeSikZO5 $ 7,760 $ 4,488 Seeds ie 
Interest, net $ 1,042 $ (808) $ 31087 $ B22 Ta 
Income before income taxes 3 2 ie ahl $ 14,949 $ 2,527 GS 1S eKsi7 
Capital assets, net $ 208,393 $ 55,977 $ 41,687 $ 306,057 
Capital asset additions $ 54,292 $ 21,018 $ 6,637 $ 81,947 
Goodwill, net (Note 6) S 17,788 $ 1,704 $ = $ 19,492 
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[b] Geographic and Customer Information 
The final destination of the Company’s sales to its external customers are as follows: 


2002 2001 2000 

(Canadian dollars in thousands) 
Canada $ 121,895 $ 109,775 $ 97,247 
United States 773,967 696,959 660,471 
Europe 365,219 321,445 301,838 
Other foreign countries 80,535 73,965 68,229 
$1,341,616 $1,202,144 Si127,785 


In2002, sales to the Company’s four largest customers (including their global subsidiaries) amounted to 42%, 1 8%,9% and 7% of total 
sales [2001 - 40%, 20%, 8% and 8%; 2000 - 38%, 20%, 9% and 8%]. 


18. RELATED PARTY TRANSACTIONS 
The Company completed transactions with Magna, the Company’s controlling shareholder, and other companies under Magna’s 
control duving the year as follows: 


2002 2001 2000 
(Canadian dollars in thousands) 
Sales [i] $ 21,072 Teale $ 18,901 
Purchases of materials and services [i] $ 5,109 $ 6,960 Cee ono 
Rental of manufacturing facilities $ 1,328 $ 976 $ - 
Affiliation fee [ii] $ 13,416 Smie-022 See ZiCS 
Social fee [iii] $ 1,922 $ 1,863 $ 1,455 
Other specific charges [iv] $ 2,913 $1,386 $ 610 
Interest $ 28 $ AAS $ - 
Construction management fees [v(b)] $ 2,226 $ - $ - 


The outstanding balances related to these transactions at the end of the year are included in the consolidated financial statements 


as follows: 

2002 2001 
(Canadian dollars in thousands) 
Accounts receivable [i] $ 2,484 Seuhs.078 
Accounts payable and other accrued liabilities [i] $ 6,560 $ 1,369 


-[i] Sales to and purchases from Magna and the resulting accounts receivable and payable balances are typically effected on normal 
commercial terms. 


[ii] The Company is party to an affiliation agreement with Magna that provides for the payment by the Company ofan affiliation fee in 
exchange for, among other things, Magna granting the Company a non-exclusive world-wide licence to use certain Magna trademarks, 
and Magna providing certain management and administrative services (including, among other things, utilization of Magna’s foreign 
exchange forward credit facilities, if needed and as available) to the Company. The existing affiliation agreement was set to expire on 
July 31, 2002; however, an extension of this agreement was negotiated with Magna and became effective August 1, 2002 for aterm of 
seven years and five months expiring on December 31, 2009. Under the terms of the extended agreement, affiliation fees payable to 
Magnawill continue to be calculated as 1% of the Company’s consolidated net sales. However, the new agreement provides fora 
limited moratorium on the sales from acquired businesses, in that there will be no affiliation fee payable on net sales generated from 
acquired businesses in the fiscal year of the acquisition and only 50% of the normal affiliation fee will be payable on such net sales in 
the following fiscal year. The full affiliation fee will be payable on net sales from acquired businesses in all the subsequent years. 


[iii] Under the terms of a social fee agreement, the Company pays Magna a social fee of 1.5% of pretax profits as acontribution to social 
and charitable programs coordinated by Magna on behalf of Magna andits affiliated companies, including the Company. The social fee 
agreement (expiring July 31, 2002) was renewed with Magna, on the same terms, for a period of seven years and five months, expiring 
December 31, 2009. 
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[iv] Other specific charges are negotiated annually and are based on the level of benefits or services provided by Magna Services Inc. 
(Serviceco), a wholly-owned subsidiary of Magna, to the Company. The services that are provided include, but are not limited to: 
information technology (WAN infrastructure and support services), human resources services, (including administration of the 
Employee Equity Participation and Profit Sharing Plan), foreign marketing services, finance, treasury and legal support, management 
and technology training and an allocated share of the facility and overhead costs dedicated to providing these services. During the year, 
the Company recorded a $0.6 million reimbursement of additional costs billed by Serviceco for other specific services described above 
that had been provided to the Company in respect of fiscal 2001. 


[v] Other transactions 
(a) Due to the previously announced abandonment of the proposed merger of the Company and the Magna Steyr Group, costs 
approximating $0.6 million (net of a $2.0 million recovery from Magna pursuant to the merger agreement between the Company 
and Magna) that had been incurred specifically for the merger transaction were expensed by the Company as part of selling, 
general and administrative costs. 


(b) During the year, the Company embarked on or completed various real estate projects, including the construction of anew 
transmission components manufacturing facility, expansions at three other manufacturing facilities and the construction ofa 

new corporate office, which were all sourced through a wholly-owned subsidiary of Magna. For the year, total costs approximating 
$22.3 million have been billed by this subsidiary for these projects, of which $20.1 million was billed on a cost recovery basis and 
$2.2 million was billed as construction management fees (including carrying charges). 


(c) During the year, the Company purchased $0.9 million [2001 ~$0.4 million] of products and services from, and sold $0.3 million 
[2001 - $0.2 million] of products and services to, acompany owned by the Vice Chairman and CEO of the Company. These 
transactions were effected on normal commercial terms. At July 31, 2002, $0.2 million was recorded as anet receivable from 
[2001 -$0.1 million net payable to] this company. 


(d) During the year, the Company purchased $0.1 million [2001 — $nil] of services from firms affiliated with certain members of the 
Company’s Board of Directors. 


(e) During the year, the Company loaned $0.6 million to the Vice Chairman and CEO of the Company with interest at the rate of 
4% per annum. The loan and all associated interest was repaid prior to year end. 


(f) Effective October 25, 2000, the Company signed a Consulting Services Agreement (CSA) with S & Co. Under the terms of the 
CSA, S &Cowill provide the Company with various consulting services in continental Europe and in other non-North American 
countries for a period of six years ending October 25, 2006. In consideration for the consulting services to be provided under the 
CSA, the Board of Directors granted to S & Co, options to purchase 300,000 Class A Subordinate Voting Shares at an exercise price 
of $26.45 per share (Note 11 [b]|iii]). The general partner of S & Cois the Chairman of the Company’s Board of Directors andthe 
Chairman of Magna. 


19. COMMITMENTS AND CONTINGENCIES 

[a] Operating Leases 

The Company had commitments under operating leases requiring future minimum annual rental payments for the years ending July 31 
as follows: 


(Canadian dollars in thousands) 


2003 Suet: S97: 
2004 5,780 
2005 4,117 
2006 3,183 
2007 2,453 
Thereafter 6,225 

$ 29,355 


a 
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Approximately 18% [2001 - 24%] of these lease commitments represent the Company’s share of commitments of its proportionately 
consolidated jointly controlled entities. Approximately 32% [2001 - 18%] of the lease commitments are with related parties. 

For the year ended July 31, 2002, payments under operating leases amounted to approximately $8.0 million [2001 — $6.3 million; 
2000-$5.8 million]. 


[b] Purchase Commitments 

The Company has commitments to purchase capital assets of approximately $32.9 million as at July 31, 2002 [2001 — $30.7 million]. In 
addition, as described in Note 13alii], in May 2002, the Company entered into a three year contract to purchase specified levels of hydro 
electricity supply in Ontario during expected peak and non-peak time periods at specified fixed prices. The total commitment remaining 
under this contract at July 31, 2002 is approximately $6.5 million. 


[c] Corporate Constitution 
The Company’s Corporate Constitution requires that a portion of the Company’s profits be distributed or used for certain purposes, 
including but not limited to the following: 

e allocation or distribution of 10% of pre-tax profits to employees and/or the Tesma Employee Equity Participation and Profit 
Sharing Program (including the Tesma International Inc. (Canadian) Deferred Profit Sharing Plan and the Tesma International 
of America, Inc. U.S. Employees’ Deferred Profit Sharing Plan forming part thereof); 

e allocation of aminimum of 7% of pre-tax profits to R&D; and 

payment of dividends to shareholders based on a formula of after-tax profits. 


[d] General 

Inthe ordinary course of business activities, the Company may be contingently liable for litigation and claims with customers, suppliers 
and former employees. Management believes that adequate provisions have been recorded in the accounts where required. Although it 
is not possible to estimate the extent of potential costs and losses, if any, management believes, but can provide no assurance, that the 
ultimate resolution of such contingencies would not have a material adverse effect on the consolidated financial position of the Company. 


20. UNITED STATES GENERALLY ACCEPTED ACCOUNTING PRINCIPLES 
The Company’s consolidated financial statements are prepared in accordance with Canadian GAAP which conform in all material 
respects with U.S. GAAP except for the following: 


[a] Income Taxes 

Prior to August 1, 2000, the income tax provision under Canadian GAAP was based on the deferral method and adjustments were 
not made for changes in income tax rates. Under U.S. GAAP, the income tax provision was calculated using the liability method and 
adjustments were made for enacted changes in income tax rates. 


[b] Derivative Instruments and Hedging 

The Company uses foreign exchange forward contracts to manage foreign exchange risk from its underlying customer contracts. 

As detailed in Note 13, the Company uses foreign exchange forward contracts for the sole purpose of hedging certain of its future 
committed U.S. dollar and euro inflows and outflows. Under Canadian GAAP, gains and losses on these contracts are accounted for 
as acomponent of the related hedged transaction. For periods up to and including July 31, 2000, gains and losses on these contracts 
were also accounted for as a component of the related hedged transaction under U.S. GAAP. 

Effective August 1, 2000, the Company adopted Statement of Financial Accounting Standards Board (FASB) No. 133, “Accounting 
for Derivative Instruments and Hedging Activities”, as amended by FASB Statements No. 137 and 138 (collectively the Statement), 
which establishes accounting and reporting standards for derivative instruments, including certain derivatives embedded in other 
contracts and for hedging activities. The Statement requires acompany to recognize all of its derivative instruments, whether designated 
in hedging relationships or not, on the balance sheet at fair value. The accounting for changes in fair value (i.e.,gains or losses) of a 
derivative instrument depends on whether it has been designated and qualifies as part of ahedging relationship. The Statement 
establishes certain criteria to be met in order to designate a derivative instrument as a hedge and deem ahedge as effective. 
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The Company is currently working towards anew treasury management system that complies with the new documentation 
requirements for hedge accounting under the Statement. For the year ended July 31, 2002, the Company’s derivative portfolio is 
not eligible for hedge accounting despite the fact that management considers its portfolio to be an effective foreign currency risk 
management tool and an economic hedge of the Company's projected cash flows in the significant foreign currencies in which it transacts. 
Accordingly, the Company has recorded a gain of $2.4 million for the year ended July 31, 2002 in its reconciliation of net income 
under U.S. GAAP. In 2001, the Company recorded a cumulative gain of $2.5 million as acomponent of comprehensive income upon 
adoption of the Statement of which $1.3 million has now been realized through U.S. GAAP net income. 
The Company has reviewed its other commercial contracts outstanding as at July 31, 2002 and 2001 in relation to the Statement 
and has concluded that there are no freestanding derivatives having a significant impact on the consolidated financial statements. 
In addition, the Company has determined that there are no other embedded derivative instruments outstanding. 


[c] Deferred Preproduction Costs 
Under U.S. GAAP, the Company would have expensed all preproduction costs as incurred. 


[d] Joint Ventures 

The Company has certain interests in jointly controlled entities, which have been proportionately consolidated in the Company’s 
consolidated financial statements. Under U.S. GAAP, the Company would account for its interests in its jointly controlled entities using 
the equity method. Net income, earnings per share and shareholders’ equity under U.S. GAAP are not impacted by the proportionate 
consolidation of these interests in jointly controlled entities. 


[e] Gains and Losses on Translation of Long-Term Debt 

Under U.S. GAAP, gains and losses arising on the translation of foreign currency denominated long-term debt, at exchange rates 
prevailing on the balance sheet date, are included in income. Under Canadian GAAP, these amounts are deferred and amortized over 
the remaining term of the debt (see Note 20]l]). 


[f] Accounting for Stock Options 

The Company continues to measure compensation cost related to awards of stock options using the intrinsic value-based method of 
accounting as prescribed by APB Opinion No. 25, “Accounting for Stock Issued to Employees” as permitted by Statement of Financial 
Accounting Standards Board No. 123 “Accounting for Stock-Based Compensation” (FAS 123). Under APB Opinion No. 25, whena 
stock option is repurchased by the Company for acash payment, the Company must record compensation expense. Under Canadian 
GAAP, the paymentis considered a capital transaction and recorded in retained earnings. 

In addition, under FAS 123, when stock options are issued to non-employees other than directors acting in their capacities as 
directors, the Company must record compensation expense. Options issued to directors for services provided outside of their role as 
directors are recorded as compensation expense by the Company. Under Canadian GAAP, no compensation expense is recognized 
because the options have no intrinsic value at the time of issuance. 


[g] Recognition of Translation Gains and Losses on Reduction of Net Investmentin Foreign Subsidiaries 

Under U.S. GAAP FASB Statement No. 52 (FAS 52), the Company would only realize a gain or loss on the portion of the currency 
translation adjustment included as a separate component of the net investmentin aforeign operation upon a sale or complete, or 
substantially complete, liquidation of the related investment. Under FAS 52, no gains or losses are recognized as a result of capital 
transactions, including the payment of dividends. Under Canadian GAAP, the Company is required to realize again or loss equal to 
the appropriate portion of the cumulative translation adjustment account when there is areduction in the Company’s net investment 
ina foreign subsidiary resulting from the payment of dividends. 


TESMA INTERNATIONAL INC. ANNUAL REPORT 2002 FINANCIAL RESULTS 


[h] Statements of Income 
The following table presents net income and earnings per share information following U.S. GAAP: 


2002 


2001 


2000 


(Canadian dollars in thousands, except per share and share figures) 
Net income attributable to Class A Subordinate Voting 
Shares and Class B Shares under Canadian GAAP $ 83,840 $ 
Adjustments: 
Change in fair value of derivative instruments 2,437 
Amortization of deferred preproduction costs 882 
Stock-based compensation on stock options issued 
for consulting services (377) 
Unrealized exchange gain (loss) on translation of 
foreign currency denominated long-term debt 265 
Translation (gains) losses realized on the reduction of 
the net investment in foreign subsidiaries (185) 
Compensation expense on repurchase of stock options - 
Income tax provision adjustment under the 
liability method = 


23 


(3,223) 


1,644 


Net income attributable to Class A Subordinate Voting 
Shares and Class B Shares under U.S. GAAP $ 86,862 $ 
Earnings per Class A Subordinate Voting Share 
or Class B Share under U.S. GAAP 
Basic $ 2.95 $ 
Diluted $ 2.91 $ 
Weighted average number of Class A Subordinate 
Voting Shares and Class B Shares outstanding during 
the year (inthousands) 
Basic 29,454 
Diluted 29,829 


[i] Comprehensive Income 
2002 


29,214 
29,558 


2001 


$ 84,198 


2000 


(Canadian dollars in thousands) - 
Net income attributable to Class A Subordinate Voting 
Shares and Class B Shares under U.S. GAAP $ 86,862 $ 
Adjustments: 
Unrealized foreign exchange gains (losses) 
ontranslation of self-sustaining foreign operations 20,638 
Adjustment for derivative instruments 
matured during 2002, included in the 
cumulative adjustment at July 31, 2001 (1,266) 
Cumulative adjustment to derivative instruments - 


94,214 


$ 84,198 


(7,829) 


Comprehensive income attributable to Class A 
Subordinate Voting Shares and Class B 
Shares under U.S. GAAP $ 106,234 $ 
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$ 76,369 


[j] Balance Sheet Items 
The following table presents items in the consolidated balance sheets that would have been significantly affected had the consolidated 
financial statements been prepared under U.S. GAAP: 


2002 2001 
(Canadian dollars in thousands) 
Prepaid expenses and other $ 21,440 $ 18,590 
Future tax liabilities $ 40,860 $ 35,602 
The following table presents shareholders’ equity under U.S. GAAP: 
2002 2001 
(Canadian dollars in thousands) 
Class A Subordinate Voting Shares $ 286,613 $ 187,229 
Class B Shares 2,583 2,583 
Retained earnings 324,017 255,851 
Accumulated other comprehensive income 10,095 . (9,277) 
$ 623,308 . $ 436,386 


i 


[k] Stock-Based Compensation 
The Company does not recognize compensation expense for its outstanding fixed price stock options. Under U.S. GAAP FAS 123, the 
Company is required to make proforma disclosures of net income attributable to Class A Subordinate Voting Shares and Class B Shares 
and basic and diluted earnings per Class A Subordinate Voting Share or Class B Share as if the fair value method of accounting 
prescribed therein had been applied. 

The Company estimates the fair value of stock options at the date of grant using the Black Scholes option pricing model. No fair value 
estimates were made during 2002 as the Company did not grant any additional stock options during the year ended July 31, 2002. The 
estimated fair value of options granted in the comparative periods were determined using the following weighted average assumptions: 


2001 2000 
Risk free interest rate 5.7% 5.9% 
Expected dividend yield 2.4% 2.4% 
Expected volatility 32% 31% 
Expected life of options (years) 5 5 


ee 


The Black Scholes option valuation model used by the Company to determine fair values, as well as other currently accepted option 
valuation models, were developed for use in estimating the fair value of freely traded options which are fully transferable and have no 
vesting restrictions. In addition, this model requires the input of highly subjective assumptions, including future stock price volatility and 
expected time until exercise. Since the Company’s outstanding stock options have characteristics that are significantly different from 
those of traded options, and because changes in any of the assumptions can materially affect the fair value estimate, in management’s 
opinion, the existing models do not necessarily provide a reliable single measure of the fair value of its stock options. 

Additionally, under FAS 123, the methodology for calculating compensation expense on stock options surrendered foracash 
payment requires the Company to exclude the intrinsic value of the stock option immediately before the settlement from the amount of 
compensation cost recognized. 
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Accordingly, for purposes of proforma disclosures, the Company’s net income attributable to Class A Subordinate Voting Shares and 
Class B Shares and basic and diluted earnings per Class A Subordinate Voting Share or Class B Share would have been as follows: 


2002 2001 2000 


(Canadian doliars in thousands, except per share figures) 
Proforma net income attributable to Class A Subordinate 
Voting Shares and Class B Shares under U.S. GAAP $ 85,631 $ 92,910 $ 85,584 
Proforma earnings per Class A Subordinate 
Voting Share or Class B Share 
Basic $ 2.91 $ 3.18 $ 2.98 
Diluted $ 2.87 $ 3.14 $ 2.92 


[I] Recently Issued Pronouncements 
Under Staff Accounting Bulletin 74, the Company is required to disclose certain information related to new accounting standards which 
have not yet been adopted due to delayed effective dates. 


Canadian GAAP standards and guidelines: 

In December 2001, the CICA amended Handbook Section 1650 “Foreign Currency Translation” (CICA 1650). The most significant change 
under the new recommendations is to eliminate the deferral and amortization method for unrealized translation gains and losses on non- 
current monetary assets and liabilities. The amendments to CICA 1650 are effective for fiscal years beginning on or after January 1,2002. 

In November 2001, the CICA issued Handbook Section 3870, “Stock Based Compensation and Other Stock Based Payments” 
(CICA 3870). CICA 3870 requires that certain types of stock-based compensation arrangements be accounted for at fair value giving rise 
to compensation expense. The new recommendations are effective for fiscal years beginning on or after January 1, 2002 and are 
applicable to awards granted on or after the date of adoption. 

In December 2001, the CICA issued Accounting Guideline ACG-13, “Hedging Relationships” (ACG-13). ACG-13 establishes certain 
conditions that must exist at the inception of ahedge in order to apply hedge accounting under Canadian GAAP and are consistent with 
the criteria that currently are required in order to apply hedge accounting under U.S. GAAP. The new guideline is applicable to fiscal years 
beginning on or after July 1, 2003. 

The Company is currently reviewing the new CICA pronouncements. The impact, if any, of these pronouncements on the Company’s 
consolidated financial statements has not been determined. 


U.S. GAAP standards: 
During fiscal 2002, FASB issued Statements of Financial Accounting Standards No. 1 43, “Accounting for Asset Retirement Obligations” 
(FAS 143) and No. 144 “Accounting for the Impairment or Disposal of Long-Lived Assets” (FAS 144). 
FAS 143 requires that legal obligations arising from the retirement of tangible long-lived assets, including obligations identified 
by acompany upon acquisition and construction and during the operating life of along-lived asset, be recorded and amortized over the 
asset’s useful life using a systematic and rational allocation method. FAS 143 is effective for fiscal years beginning after June 15, 2002. 
FAS 144, which supersedes FAS 121, is effective for fiscal years beginning after December 15, 2001. FAS 144 provides guidance 
on differentiating between assets held for sale and held for disposal other than by sale. Consistent with FAS 121, FAS 144 continues 
to require the same approach for recognizing and measuring the impairment of assets to be held and used. 
The Company is currently reviewing the new FASB pronouncements. The impact, if any, of these pronouncements on the 
Company’s consolidated financial statements has not been determined. 


21. COMPARATIVE CONSOLIDATED FINANCIALSTATEMENTS 
Certain other comparative figures have been reclassified to conform to the current year’s method of presentation. 
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(Quarterly figures unaudited) 


(Canadian dollars in thousands, except per share and share figures) 


FOR THE YEARENDED JULY 31, 2002 


GUARTERLY RESULTS OF OPERATION 5 


October 31 January 31 April 30 July 31 Total 
Sales $ 316,907 $ 317,727 $ 359,607 $ 347,375 $ 1,341,616 
Netincome $ 22,038 $ 14,430 $ 24,915 $ 22,457 $ 83,840 
Basic EPS $ 0.75 $ 0.49 $ 0.85 $ 0.76 $ 2.85 
Diluted EPS $ 0.75 $ 0.49 $ 0.84 $ 0.74 $ 2.81 
Weighted average number of shares 
outstanding ona diluted basis (millions) 29.6 29.7 29.8 30.3 : 29.8 
FORTHE YEARENDED JULY 31, 2001 
October 31 January 31. April 30 July 31 Total 
Sales $ 302,107 $ 282,292 $ 313,265 $ 304,480 $ 1,202,144 
Netincome $ 22,761 $ 17,800 $ 22,616 $ 25,618 $ 88,795 
Basic EPS $ 0.78 $ 0.61 $ 0.77 $ 0.88 $ 3.04 
Diluted EPS $ 0.77 $ 0.60 $ 0.77 $ 0.86 $ 3.00 
Weighted average number of shares 
outstanding on a diluted basis (millions) 29.6 29.5 29.5 29.7 29.6 
FOR THE YEAR ENDED JULY 31, 2000 
October 31 January 31 April 30 July 31 Total 
Sales $ 279,424 $ 266,834 $ 303,672 $ 277,855 $ 1,127,785 
Net income $ 19,844 $ 20,709 $ 24,886 $ 19,455 $ 84,894 
Basic EPS $ 0.69 $ 0.73 $ 0.86 $ 0.67 $ 2.95 
Diluted EPS $ 0.68 $ 0.71 $ 0.85 $ 0.66 $ 2.90 
Weighted average number of shares 
outstanding on a diluted basis (millions) 29.3 29.2 29.3 AEN) 29.3 
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OPERATIONS DATA 
Years ended July 31st 2002 2001 2000 1999 1998 1997 1996 1995 1994 1993 
(Canadian dollars in millions, except per share and share amounts) 
Sales $1,341.6  $1,202.1 $1,127.8 $ 893.7 $ 645.9 } SoS) $ 455.6 $ 344.9 $ 280.3 $ 223.8 
Income before litigation settlement, equity 
losses, income taxes 
and minority interest $ 128.1 $ 124.2 $ 133.6 84.5 59.5 45.7 Sores 30.9 Sila 25.3 
Netincome $ 838 $ 888 $ 849 52.3 29.7 26.5 19.5 14.8 19.5 22.3 
Net income attributable to Class A Subordinate 
Voting Shares and 
Class B Shares $ 838 $ 888 $ 84.9 B26 $ 26.8 $ 24.6 $ 18.5 $ 14.8 Ss WS 22s 
Earnings per Class A Subordinate 
Voting Share or Class B Share 
Basic $ 2:85) $3104 $ 2.95 $ 1.83 Galen Selec $ 1.03 $ 1.04 See GS Sy 
Diluted $ 2.81 S800 Ss 280 ale) $ 1.06 3 als $ 0.93 $ 1.02 Say Salon 
Average number of Class A Subordinate 
Voting Shares and Class B Shares outstanding (millions) 
Basic 29.5 29.2 28.8 28.5 23.4 18.8 18.0 14.2 14.2 14.2 
Diluted 29.8 29.6 29.3 29.2 29.1 25.6 24.3 14.5 14.2 14.2 
Cash flow from operating 
activities CS REA SEES $ 147.2 $ 93.8 $ 52.0 620) Shi $ 29.6 $ 23.5 $ 37.8 
Cash dividends paid per Class A Subordinate 
Voting Share or 
Class B Share (1) $ 064 $ 0.64 $ 0.545 SS OS S O22 $ 0.20 $ 0.15 - - - 
FINANCIAL POSITION 
As at July 31st 2002 2001 2000 1999 1998 1997 1996 1995 1994 1993 
(Canadian dollars in millions, except per share amounts and ratios) 
Cash (net of bankindebtedness) $ 146.7 GS Silo $ 92.9 $ 48.0 $ 38.0 $ 68.3 28.6 $ 37.9 Ne OHe)) SBS 
Total assets *_$ 959.4 $758.3 Sana 2a $ 607.3 $ 399.3 $ 349.5 $ 258.4 $ 245.8 $ 127.5 $ 101.6 
Capital expenditures $ 122.0 SS Cre Stoo) $ 69.7 $ 65.0 $ 48.1 $ 29.2 $ 28.3 $ 15.8 Sei 
Long-term debt 
(excluding currentportion) $ 75.2  $ 77.2 $ 75.0 $ 82.3 $ 14.0 $ 13.4 $ 15.9 $ 20.2 $ 34.5 $ 48.2 
Convertible Series 
Preferred Shares $ =$ -  $ = $ - $ - S S72 64.1 61.1 $ = = 
Shareholders’ equity $ 619.2 $ 434.2 $ 367.2 $ 303.5 $ 261.5 $ 174.9 83.4 Tae G5 SHE 20.2 
Book value per Class A 
Subordinate Voting Share 
or Class B Share (2) $ 19.17 $ 14.84 $ 12.61 $ 10.61 Sy SIA $7.66 $ 4.65 $ 3.99 $ - $ - 
Long-term debt 
(excluding current portion) 
to total capitalization ratio(3) _0.11:1 0.15:1 EL Ona 0.21:1 0.05:1 0.07:1 0.16:1 0.22:1 0.47:1 0.70:1 


(1) Excluding all dividends paid prior to the completion of the Company’sinitial public offering in July 1995. 
(2) Numbers prior to the completion of the Company’s initial public offering in July 1995 are not meaningful. 


(3) Total capitalization is the sum of long-term debt (excluding current portion) and shareholders’ equity. 
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SHAREHOLDER INFORMATION 


Annual Meeting of Shareholders 
The Annual Meeting of Shareholders will be held on Thursday, December 5, 2002 at the Design Exchange, 234 Bay Street, 
Toronto, Ontario, Canada, commencing at 10:30 a.m. 


Transfer Agents and Registrars 

Canada- Class A: Computershare Trust Company of Canada 
Telephone: 514 982-7270/ 1 800 564-6253 

Mail: 9th Floor, 100 University Avenue, Toronto, Ontario, M5J 2Y1 
e-mail: caregistryinfo@computershare.com 

U.S.A.-Class A: Computershare Trust Company, Inc., 
Telephone: 303 986-5400 

Mail: 350 Indiana Street, Suite 800, Golden, Colorado, 80401 


For shareholder inquiries, (address changes, stock transfers, registered shareholdings, dividends and lost certificates), 
please contact the transfer agent directly. 


Principal Bankers 
Canadian Imperial Bank of Commerce, Toronto, Canada 


Auditors 
Ernst & Young LLP, Toronto, Canada 


Dividends 

The current quarterly dividend rate is set at $0.16 per share. Cash dividends are paid quarterly on or about the 15th of October, 
January, April and July in each fiscal year with a record date on or about the last business day of September, December, March 
and June (subject to approval by the Board of Directors). 


Payment of Dividends to Non-Residents 

Shareholders with addresses of record in the United States receive dividends in U.S. funds. The dividend amount is converted at the 
Bank of Canada’s noon rate of exchange on the record date. All other non-resident shareholders may elect to receive dividends in U.S. 
or Canadian funds. In all cases, the applicable Canadian withholding tax is deducted. 


Annual Information Form (AIF)/Form 40-F 
The Company files an AIF with Canadian Provincial Securities Regulators and a Report on Form 40-F with the U.S. Securities and 
Exchange Commission. The AIF is available on the Tesma website at www.tesma.com or upon written request to the Company. 


Corporate Governance 

The Company has adopted certain structures and procedures to assist in the implementation of effective corporate governance 
practices and permit the Board of Directors to function independently of management. A Statement of the Company’s current corporate 
governance practices (relative to the Toronto Stock Exchange guidelines for effective corporate governance) is contained inthe 
management information circular and proxy statement for the December 5, 2002 Annual Meeting of Shareholders. 


Investor Information 

Inquiries regarding the Company or to be placed on our supplementary mailing list, fax list or e-mail list to receive Tesma’s annual and 
quarterly reports or press releases, please contact Lynn Riley, Manager, Investor Relations at: 

1000 Tesma Way, Concord, Ontario, L4K 5R8 

Telephone: 905 417-2160 Fax: 905 417-2148 e-mail: lynn.riley@tesma.com 
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TSX (CDN$) August September October November December January February 


NASDAQ (US$) 


High Fy02 
FYO1 
Low FY02 
FY01 
FY02 
FY01 


- - 4 - - Cumulative Relative Value of Tesma Class A Subordinate Voting Shares 
- - 4 - - Relative S&P/TSX Composite Total Returns Index 

——®— Relative TSX 200 Total Returns Index 

—@®— Relative S&P/TSX Composite Auto Parts Equipment Total Returns Index 
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BOARD OF DIRECTORS 


MANFRED GINGL 

A director since July 1995 

Vice Chairman & Chief Executive Officer 
Tesma International Inc. 

Executive Vice Chairman 

Magna International Inc. 


GEORG GRAMMER 

A director since March 1997 

Chairman of the Supervisory Committee 
Grammer AG 


OSCAR B. MARX, III” 

A director since July 1995 
Chairman & CEO 

Amerigon Incorporated 
Vice-President, Automotive Sector 
TMW Enterprises 


HON. DAVID R. PETERSON, PC, OC “” 
A director since February 2002 

Senior Partner & Chairman 

Cassels Brock & Blackwell LLP 


FRANK STRONACH" 
A director since April 1995 
Chairman of the Board 
Magna International Inc. 


MANFRED GINGL 


Vice Chairman 
& Chief Executive Officer 


ANTHONY E. DOBRANOWSKI 
President 
& Chief Financial Officer 


PASQUALE CERULLO 
Executive Vice President, 
Sales, Marketing & 
Corporate Development 


BELINDA STRONACH® 

A director since December 2001 
President & Chief Executive Officer 
Magna International Inc. 


JUDSON D. WHITESIDE”” 

A director since July 1995 
Chairman & Chief Executive Officer 
Miller Thomson LLP 


SIEGFRIED WOLF 

A director since June 2002 
President & Chief Executive Officer 
Magna Steyr 

Executive Vice Chairman 

Magna International Inc. 


HON. M. DOUGLAS YOUNG, PC. 


A director since July 2002 
Chairman 
Summa Strategies Canada Inc. 


PAUL A. MANNERS 


Executive Vice President 
& Chief Operating Officer 


JAMES L. MOULDS 


Vice President, Finance & Treasurer 


STEFAN T. PRONIUK 
Vice President, Secretary 
& General Counsel 


THOMAS MORE 


Controller 


“ Chairman of the Board of Directors 

® Chairman of the Audit Committee 

® Chairman of the Human Resources 
and Compensation Committee 

Member of the Audit Committee 

© Member of the Human Resources 
and Compensation Committee 
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Sales Office Locations 


CANADA 

Tesma International Inc. 
1000 Tesma Way 
Concord, Ontario ~ 
Canada L4K 5R8 

Tel: 905 417-2191 

Fax: 905 417-2136 


UNITED STATES 
Mimco Inc. 

23300 Haggerty Road 
Suite 200 

Farmington Hills, Ml 
U.S.A. 48335 

Tel: 248 888-5550 
Fax: 248 427-1458 © 


EUROPEAN UNION 

Tesma Motoren-und Getriebetechnik 
Ges.m.b.H. 

Tesma Allee 1 

A-8261 Sinabelkirchen 

Austria 

Tel: 011 43-3118-2055-140 

Fax: 011 43-3118-2055-444 


Design: Leapfrog Designed Communications Inc. Printed in Canada 


GERMANY NORTH 

Im Kleigarten 17 

D-38162 Cremlingen 
Germany 

Tel: 011 49-5306-970473 
Fax: 011 49-5306-970472 


GERMANY SOUTH 
Marktplatz 10 

D-86441 Zusmarshausen 
Germany 

Tel: 011 49-8291-790140 
Fax: 011 49-8291-790150 


UNITED KINGDOM 

Tesma International 

Suite 2, Melville House 

High Street, Great Dunmow 
Essex, Great Britain, CM6 1AF 
Tel: 011 44-1371-875333 

Fax: 011 44-1371-875151 


ITALY 

Via Tavoloni (Loc: Caselle) 

84099 S. Cipriano-Picentino (Salerno) 
Italy 

Tel/Fax: 011 39-89-862065 


Telephone: 905 417-2100 


Fax: 905 417-2101 


SOUTH AMERICA 

Litens Automotive do Brasil Ltda. 
Av. Tegula, 888 

Predio D CEA, Atibaia - SP 
Brazil, CEP 12940-000 

Tel: 011 55-11-4414-5901 

Fax: 011 55-11-4414-5919 


SOUTH KOREA 

HAC Corporation, 

4F Mosan Building, 14-4 
Yangjae-dong, Seocho-Gu 
Seoul, Korea 

137-130 

Tel: 011 82-2-571-9350 
Fax: 011 82-2-571-9355 


JAPAN 

c/o Magna International Tokyo Office 
Uchikanda ST Building, 2F 3-24-3 
Uchikanda, Chiyoda-Ku 

Tokyo, 101-0047, Japan 

Tel: 011 81-3-5289-4000 

Fax: 011 81-3-5289-4005 


( 
| ae Tesma International Inc. 


1000 Tesma Way, Concord, Ontario, Canada L4K 5R8 Telephone: 905 417-2100 Fax: 905 417-2101 www.tesma.com 


